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Honorable Quentin L. Kopp 
Member, Board of Supervisors 
Room 235, City Hall 

San Francisco, California 94102 


Dear Supervisor Kopp: 


Transmitted herewith is the Budget Analyst's report on the review of the investment 
policies, procedures and practices of the Treasurer's Office. In directing us to conduct 
this management audit, the Board of Supervisors was mindful of the recent problems of 
the City of San Jose. 


Currently the City's investment portfolio is just over $1.0 billion. The Treasurer has 
invested the City's idle funds in instruments that are sound and return interest earnings 
which are significantly greater than those earned by the State's investment pool. The 
Treasurer has made significant improvements in the operations of her Investment 
Division. Certain internal control and investment policy guidelines have been 
instituted. Computerized investment and cash flow analysis and information systems 
have been developed and installed. The Division recently began using a small personal 
computer to analyze investment information. The Division uses Moneymax and Tellerate 
investment information services. 


However, our review has disclosed several areas which we believe should be strengthened 
in order to improve the operations of the Treasurer's Office. Our findings are as follows: 


- In 1972, the Board of Supervisors, through Administrative Code Section !0.79-2, 
delegated its authority to invest the City's idle funds to the Treasurer. 
However, the City's investment policies are established by the Treasurer 
without obtaining approval from the Board of Supervisors. The Treasurer does 
not report to the Board on investment transactions as stated in the City's 
Administrative Code. This results in a lack of information provided to the 
Board for the purpose of reviewing the investment policies and activities of the 
Treasurer. 
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Honorable Quentin L. Kopp 


Member, Board of Supervisors 
October 18, 1984 


- The City's Chief Investment Officer (CIO) alone determines the amount and 
number of each type of investment to purchase based on the investment's yield, 
liquidity, maturity, and risk. While the transactions of the Treasurer are 
audited for legality and conformance to generally accepted accounting 
practices, the portfolio is not independently analyzed for performance, yield, 
mix of securities, average maturity, or strategy. As a result, there is 
effectively no outside, independent oversight of the investments made by the 
Treasurer. The Board of Supervisors should receive an annual portfolio analysis 
report from an outside, independent firm experienced in investments not only 
because such an independent analysis of all City functions is necessary but also 
because the Board needs such information to review the investment policies and 
activities of the Treasurer. 


- As of September 14, 1984, the City had investments totalling $349.3 million 
(nearly 34% of its portfolio) which on average will not mature for over eight 
years or in 1993. Some investment analysts believe that cities should not invest 
in such long term investments because cities may be required to sell these 
investments before maturity at a loss in order to meet unexpected cash 
requirements to pay the City's bills. On the other hand, there are some analysts 
who believe that surplus funds only, in contrast to total idle funds, should be 
invested in long term securities. Still other analysts believe that once cash 
requirements have been met, then long term investments are appropriate. 


- As of September 14, 1984, the market value of the total portfolio was 
approximately $34 million or 3.4 percent below its cost. The problem with a 
portfolio that is valued below its cost is a) if the portfolio had to be liquidated, 
the loss would be real; b) there are opportunity losses because the money in the 
portfolio cannot be invested in other higher paying investments without taking a 
loss; and c) the investor can try to make up for the "paper losses" by buying 
more securities, hoping that the market will improve (which is what happened to 
the City of San Jose). However, it should be noted that the City can readily 
meet its cash requirements at this time. Therefore, the portfolio does not have 
to be liquidated. Further, if interest rates were to decline, the value of the 
portfolio could increase significantly. 


- The information available for cash flow analysis is presently inadequate. Asa 
result, the Treasurer's staff cannot always properly select investment 
instruments which would result in the best rate of return for the City's 
portfolio. Additional information for cash flow analysis would improve the 
timing of portfolio. investments resulting in estimated increased interest 
earninas of $] 10,000 annually. 
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Honorable Quentin L. Kopp 


Member, 


Board of Supervisors 


October 18, 1984 


We have 


While the Chief Investment Officer (CIO) regularly consults with the Treasurer, 
the ClO is the only employee in the Treasurer's Office who has been thoroughly 
trained in investing and managing the City's portfolio. Operating by himself, 
without trained assistance, results in all of the City's day-to-day investment 
decisions being made by one person. Prior to his vacations and other known 
absences, the CIO times investments in order that only those investments 
needed to meet cash requirements will mature during his absence. This 


sometimes results in investments which do not yield the highest interest 
income. 


The personne! in the Investment Division of the Treasurer's Office work in an 
area that often has a very high temperature. As a result, working conditions 
are inadequate and could result in equipment failure and personnel illness. 


Additionally, there is inadequate space and electrical service for the Investment 
Division. 


made the following recommendations pertaining to the above-cited findings: 


We recommend that the Board of Supervisors amend the City's Administrative 
Code to require that the Treasurer, in addition to submitting a monthly report 
of all investment transactions to the Board of Supervisors, also be required to 
provide additional monthly information on the details of investment 
transactions, to provide an annual investment policy to the Board of Supervisors 
for approval and to transmit the approved City investment policy to appropriate 
banks, savings and loan associations, dealers and brokers in order to advise these 
financial institutions of the City's restrictions on investments. 


We recommend that the Board of Supervisors annually contract with a firm 
experienced in investments for a portfolio analysis of the investments made by 
the Treasurer. 


We recommend that the Treasurer instruct all City Departments to provide 
monthly reports projecting their cash requirements so that the Treasurer can 
establish an improved system to analyze cash flow. 


We recommend that the Cash Manager receive training in investment analysis 
and decision making and that the Treasurer should request the Civil Service 
Commission to reclassify the Cash Manager position to an Assistant Investment 
Officer/Cash Manager position. 


We recommend that a unit air conditioner be installed in the Investment 
Division's workspace and that increased space and improved electrical service 
be provided for this division. 
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Honorable Quentin L. Kopp 
Member, Board of Supervisors 
October 18, 1984 


We estimate that the implementation of these recommendations would result in 
estimated increased interest income of at least $110,000 annually. Additional annual 
interest income in an amount which cannot be fairly estimated might also result from the 
implementation of our recommendations. The estimated cost to implement these 
recommendations is $20,000 annually plus a one time cost of $15,000. However, even 
more important than the increased revenues which would accrue to the City under our 
recommendations, the Board of Supervisors would receive essential information about the 
policies, procedures, practices and results of the City's investments which the Board is 
not now receiving. This information should increase the likelihood of preventing 
investment losses. 


The Treasurer has had the opportunity to review and comment on this report. Her 
written response is attached to this report on page 22. Throughout the course of this 
management audit, we received full cooperation from the Treasurer and her staff as well 
as the staffs of other City Departments. 


Respectfully submitted, 
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Harvey M, Rose 
Budget Analyst 


cc: President Nelder 
Supervisor Pritt 
Supervisor Hongisto 
Supervisor Kennedy 
Supervisor Maher 
Supervisor Molinari 
Supervisor Renne 
Supervisor Silver 
Supervisor Walker 
Supervisor Ward 
Clerk of the Board 
Mary Callanan 
Dan Daly 
Mayor Feinstein 
James Lazarus 
John Farrell 
Mark Kertz 
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While the Chief Investment Officer (CIO) regularly consults with the 
Treasurer, the CIO is the only employee in the Treasurer's Office who 
has been thoroughly trained in investing and managing the City's 
portfolio. Operating by himself, without trained assistance, results in 
all of the City's day-to-day investment decisions being made by one 
person. Prior to his vacations and other known absences, the CIO 
times investments in order that only those investments needed to 
meet cash requirements will mature during his absence. This 
sometimes results in investments which do not yield the highest 
interest income. 
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INTRODUCTION 


This management audit by the Budget Analyst has been conducted at the request of 
the Board of Supervisors. The Board, in requesting the audit, was mindful of the recent 
problems of the City of San Jose. The primary focus of this management audit was to 


review investment policies, procedures and practices of the Treasurer of the City and 
County of San Francisco. 


According to published reports, the City of San Jose lost approximately $60 million 
from costs associated with investments having an average maturity of seventeen years. 
San Jose's investors intended to make a profit for the city by purchasing long term 
investments and selling them after their market prices had risen. However, the market 
Prices of the purchased investments fell. While these losses were reported, the reports 
were apparently ignored or not clear, or both. The City could have limited its losses 
significantly if further purchases of long term securities were stopped. However, after 
these losses, the City's investors continued to purchase long-term investments, again 
anticipating that the market price of the purchased investments would rise and could be 
sold at a profit. In addition, funds were borrowed through a technique called reverse 
repurchase agreements. The borrowed funds were then used to purchase additional long- 
term investments. The use of reverse repurchase agreement borrowings significantly 
increased the investment amounts which San Jose had at risk, particularly because the 
collateral pledged to the reverse repurchase agreements were the long term investments 
which were losing market value. In May, 1984, the City of San Jose did not have cash 
available to pay the reverse repurchase agreement loans coming due. In order to obtain 
sufficient cash to pay the reverse repurchase agreement loans, San Jose sold its long- 
term investments and other securities at a loss. The total losses from these transactions 
totalled approximately $60 million. All of the investments involved with San Jose's loss 
were permissible under State and San Jose City law. The investment strategy which 
allowed the excessive use of reverse repurchase agreements to borrow funds to purchase 
additional long term investments was the most important factor causing San Jose's high 
investment losses. The Treasurer of the City and County of San Francisco has, as a 
matter of practice, chosen not to use reverse repurchase agreements. 


Our approach to this management audit consisted of conducting extensive 
interviews with employees from the offices of the Treasurer, the Controller, the City 
Attorney, the Health, and the Public Works departments. We reviewed the laws, 
documents and~procedures involved with the investing of City funds. In addition, we 
conducted interviews with personnel from the Cities of Sacramento and Monterey, 
Contra Costa County, Bank of America (the City's depository), Lehman Commercial 
Paper (investment dealers) and Peat, Marwick, Mitchell (the City's outside auditors). 


The Treasurer has invested the City's idle funds in instruments that are sound and 
return interest earnings which are significantly greater than those earned by the State's 
investment pool. The Treasurer has made significant improvements in the operations of 
her Investment Division. Certain internal control and investment policy guidelines have 
been instituted. Computerized investment and cash flow analysis and information 
systems have been developed and installed. The Division recently began using a small 
personal computer to analyze investment information. The Division uses Moneymax and 
Tellerate investment information services. 
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The Board of Supervisors authorized a 1984-85 budget of $225,767 and four 
positions for the Investment Division of the Treasurer's Department. The Investment 
Division's personnel include a Chief Investment Officer, Cash Manager, Senior Account 
Clerk and Clerk Typist. The Cash Manager was hired in August of this year. 


While the value of the City's investment portfolio varies by millions of dollars, 
currently it is just over $1.0 billion dollars. The investments in this portfolio are 
purchased with idle monies from various funds which are not needed for the immediate 
payment of the City's bills. The funds contributing to the portfolio on August 31, 1984 
were as follows (also see Chart A immediately following this introduction): 


Amount Percentage 
Fund Group (Rounded) of Total 
General S$ 158.0 million 15.80 
Special Revenue 93.5 million 9.34 
Bond 10.5 million 1.05 
Capital Projects 40.4 million 4.04 
Health - Employees 23.6 million 2.36 
School Districts 7.4 million 0.74 
Public Utilities 589.5 million DO. 73 
Agencies, Deposits, Misc. 50.9 million 5.09 
Interest Accumulation 12.1 million [2 
Total Monies in Transit 
and Adjustments ___ 14.4 million 1.44 
Total $1,000.3 million 100.00 


The City's portfolio included in the following investment instruments on September 
14, 1984 (also see Chart B immediately following the introduction): 


Amount Percentage 

Description (Rounded) of Total 
U.S. Treasuries $ 681.62 million 65.81 
U.S. Agencies 90.00 million 8.69 
Commercial Paper 190.00 million (S235 
Neg. Certificates of Deposit 54.50 million 5.26 
Certificates of Deposit 19.57 million 1.89 

Total $1,035.69 million 100.00 


Note that the See million in City Investments on August 31, 1984 are $35.39 million 
less than the $1,035.69 million total City investments on September 14, 1984 due to 
normal fluctuation in the City's total idle funds available for investing. 
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The City's portfolio had the following schedule of investment maturities as of 
September 14, 1984 (also see Chart C immediately following the introduction): 


Amount Percentage 

Maturity (Rounded) of Total 
Overnight S$ 190.00 million 18.35 
Between One and Ninety Days 79.63 million 7.69 
Between Ninety Days and One Year 34.16 million 3.30 
Between Two and Four Years 155.10 million 14.97 
Between Two and Four Years 157.50 million 15.21 
Between Four and Five Years 70.00 million 6.76 
Between Five and Nine Years 344.30 million 33:24 
Over Nine Years 5.00 million 0.48 

Total $1,035.69 million 100.00 


All of the City's investments are made through the City's depository bank through a 
safekeeping arrangement and are only executed on a cash on delivery basis. The City 
does not maintain brokerage accounts. This system of clearing all investment 
transactions through one depository bank maintains a clear accounting record of all 
transactions. Therefore, City monies are either in actual investments or in the City's 
checking account. 


In the sections of this report that follow, we are making specific recommendations 
for improving: reporting practices, portfolio analysis, cash flow analysis, training for the 
Cash Manager to make investment analysis and transactions, and the work environment. 


The implementation of these recommendations would result in an estimated 
increase in interest income of at least an estimated $110,000 annually. Additional annual 
interest income in an amount which cannot be fairly estimated might also result from 
implementation of our recommendations. The estimated cost to implement these 
recommendations is $20,000 annually plus a one-time cost of $15,000. However, even 
more important than the increased revenues which would accrue to the City under our 
recommendations, the Board of Supervisors would receive essential information about the 
policies, procedures, practices and results of the City's investments which the Board is 
now not receiving. This information should increase the likelihood of preventing 
investment losses. 


Throughout the course of this management audit, we have received the full 
cooperation of the Treasurer and all her staff as well as the staffs of other City 
departments. They all demonstrated a willingness to consider new ideas and alternatives 
to existing methods of operation. Without their assistance, our work for the Board of 
Supervisors would have been much more difficult. 
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Chart A 


Portfolio Fund Groups 
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Chart B 


Investment Types 


Commercial Paper 
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Chart C 
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I. INVESTMENT POLICY REVIEW AND REPORTING 


THE CITY'S INVESTMENT POLICIES ARE 
ESTABLISHED BY THE TREASURER WITHOUT 
OBTAINING APPROVAL FROM THE BOARD OF 
SUPERVISORS. THE TREASURER DOES NOT 
REPORT TO THE BOARD ON _ INVESTMENT 
TRANSACTIONS AS STATED IN THE CITY'S 
ADMINISTRATIVE CODE. THIS RESULTS IN A LACK 
OF INFORMATION PROVIDED TO THE BOARD FOR 
THE PURPOSE OF REVIEWING THE INVESTMENT 
POLICIES AND ACTIVITIES OF THE TREASURER. 


Under State Government Code Section 53601, the Board of Supervisors is 
responsible for investing the City's idle funds. In 1972, the Board of Supervisors (through 
Administrative Code Section 10.79-2) delegated its authority to invest City idle funds to 
the Treasurer. Under this Administrative Code Section, the Treasurer is required to 
make a monthly report of investment transactions to the Board of Supervisors. The 
Treasurer has not been making these required monthly reports to the Board of 
Supervisors. The Treasurer has been issuing monthly investment reports to the Board of 
Supervisors listing only the investment earnings for the month, not the record of 


investment transactions (purchases, sales and exchanges) as required by the City's 
Administrative Code. 


The reporting of investment practices is important in order for superiors to be able 
to be informed of and respond to questionable investment situations. For example, the 
Arthur Young and Co. management audit of San Jose's fiscal procedures found that San 
Jose's $60 million investment loss could have been prevented but for a "failure at all 
levels of the city government" to recognize the difference between normal and 
speculative activities and either control or curtail speculative activities by City 
employees. According to this audit report, reqular reports prepared by the Treasury 
Division to management and to the City Council "did not adequately disclose the nature 
or scope of the City's investment activities. As a result, there was no effective 
management review of the City's investment activity, and the portion of the City's 
activity (mainly the increasing average maturity of the investment portfolio) that could 
have been detected by a review of the existing reports went unnoticed." 


Monthly Transaction Investment Report 


The Treasurer's monthly investment transaction report could be expanded to 
include additional information in order for the Board of Supervisors to adequately review 
the nature and scope of the City's investment activities. Such additional information 
could include the following: 


- For each investment listed in the investment transaction report (which is 
currently required) include the type of investment and institution, the term to 
maturity, the cost, and the rate of interest. 


- For investments having a maturity term over one year, current and prior 
month's market value. 
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- The percentage of the portfolio invested in each type of investment 
instrument. 


- Average market value of the investment portfolio. 


- Total interest earned for the month 


- Rate of return for the portfolio and the average daily balance of the portfolio. 


- The rate of return from other investment indices such as the State's Local 
Agency Investment Fund, ninety-day U.S. Treasury bills average, a money 
market fund, and federal funds rates (these could be used as benchmarks for 
comparing the City's rate of return). 


- A statement and forecast of the City's cash position including the cash balance 
at the end of the month reported, the estimated receipts and disbursements for 
the following month, the estimated cash balance at the end of the following 
month, the amount of investments which would come due during the month and 
the amount of investment which would come due after the month. (This 


Pecan ee would indicate the availability of sufficient cash to pay the City's 
ills. 


- If there are investments in repurchase agreements or reverse repurchase 
agreements, a listing of the collateral pledged to these instruments could be 
included. 


- Astatement of the prior month's investment earnings. 
- A listing of the investment earnings for the last six months. 
- A comment by the Treasurer explaining changes in earnings for the portfolio. 


Annual Investment Policy 


The monthly investment transaction report could also contain a reference to the 
investments conformance to the City's investment policies. While the Treasurer has had 
an unwritten investment policy, in June, 1984, the Treasurer prepared what appears to be 
the first written investment policy for the City. This investment policy is an internal 
document of the Treasurer's Office. The Board of Supervisors does not approve the 
Treasurer's investment policy. The Board of Supervisors could amend the Administrative 
Code to require that the City's investment policy be approved by the Board of 
Supervisors. (A copy of the Treasurer's Investment Policies is included as Appendix 2). 


The Treasurer's Investment Policies include the objectives of the preservation of 
capital, liquidity and yield, and the types of investments which are permitted to be 
purchased. These policies have not been submitted routinely to the Board of Supervisors 
for approval. These investment policies could be expanded to include more detail 
including the following: 


- A specific measure defining the policy objective of liquidity in terms of 


meeting the City's cash requirements while selecting investments for periods 
producing the best yield. 
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The policy could include a desirable percentage range of the portfolio's value 


for each type of investment instrument and a desirable percentage range of 
the number of investment transactions for each type of investment instrument. 


A statement of the expected approximate average age of the portfolio. 


The Treasurer's investment policy could also set restrictions for each employee's 
investment authorization according to the type of instruments and dollar value of these 
Instruments that the employee is authorized to purchase. The entire policy statement 
could then be sent to appropriate dealers, brokers, banks and savings and loan 


associations advising that this policy limits the investment authority of the specified 
City staff. 


CONCLUSION 


The Treasurer does not report monthly to the Board of Supervisors on 


investment transactions as required by Section 10.79-2 of the City's Administrative 
Code Section and does not provide the Board with other needed information 


pertaining to these investments. 


RECOMMENDATION 


We recommend that the Board of Supervisors amend the City's Administrative 


Code to require that the Treasurer, in addition to submitting a monthly report of 
all investment transactions to the Board of Supervisors, also be required to do the 
following: 


Submit a monthly investment transaction report on all investment transactions 
to the Board of Supervisors as specified on pages seven and eight. 


Submit an annual investment policy to the Board of Supervisors for approval as 
specified on pages eight and nine and 


Transmit the approved City investment policy to appropriate banks, savings 
and loan associations, dealers and brokers in order to advise these financial 
institutions of the City's restrictions on investments. 


BENEFIT 


The implementation of these recommendations would give the Board of 


Supervisors additional information to review performance of the City's investment 
portfolio and to identify and curtail unwarranted investment activities. 
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NOTE: 


During the course of this audit, State legislation which will become effective 
on January |, 1985, was adopted which would mandate many of the above 
recommendations as follows: 


The treasurer or chief fiscal officer shall annually render to the legislative 
body a statement of investment policy and a monthly report to the legislative 
body of the local agency showing the type of investment, institution, date of 
maturity, amount of deposit, market value of all securities with a maturity of 
more than 12 months, rates of interest, and such data as may be required by 
the local agency. The monthly report shall specify in detail investments made 
in repurchase agreements, reverse repurchase agreements, financial futures or 
financial options contracts. The monthly report shall state its relationship to 
the statement of investment policy. In the monthly report, a subsidiary ledger 
of investments may be used in accordance with accepted accounting practices. 


The recommendations made in this report would provide more detailed information to the 
Board of Supervisors than are required by this new State law. 
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\l, PORTFOLIO ANALYSIS 


WHILE THE TRANSACTIONS OF THE TREASURER 
ARE AUDITED FOR LEGALITY AND CONFOR: 
MANCE TO GENERALLY ACCEPTED ACCOUNTING 
PRACTICES, THE PORTFOLIO IS NOT 
INDEPENDENTLY ANALYZED FOR PERFORMANCE, 
YIELD, MIX OF SECURITIES, AVERAGE MATURITY, 
OR STRATEGY. AS A RESULT, THERE IS 
EFFECTIVELY NO OUTSIDE, INDEPENDENT 
OVERSIGHT OF THE INVESTMENTS MADE BY THE 
TREASURER. THE BOARD OF SUPERVISORS 
SHOULD RECEIVE AN ANNUAL PORTFOLIO 
ANALYSIS REPORT FROM AN __ OUTSIDE, 
INDEPENDENT FIRM EXPERIENCED IN 
INVESTMENTS NOT ONLY BECAUSE SUCH AN 
INDEPENDENT ANALYSIS OF ALL CITY FUNCTIONS 
IS NECESSARY, BUT ALSO BECAUSE THE BOARD 
NEEDS SUCH INFORMATION TO REVIEW THE 
INVESTMENT POLICIES AND ACTIVITIES OF THE 
TREASURER. 


The City's Chief Investment Officer (CIO) alone determines the amount and number 
of each type of investment to be purchased based on the investment's yield, liquidity, 
maturity, and risk. Yield is generally higher when liquidity is lower and maturity is 
longer. With the understanding of these relationships, the ClO determines the amount of 
money to invest and with the available information analyzes the current financial market 
situation. The more certain the resultant information is, the more able the CIO is to 
obtain the higher yield by selecting securities having a longer maturity and less liquidity 
without the risk of being forced to sell the securities prematurely at a loss. 


The risk of the ClO investing in certain high risk financial instruments is limited by 
State law. State law specifies the investments permitted (see Appendix I) and does not 
permit local agencies, such as San Francisco, to invest in commodities including precious 
metals, futures, stocks, and other investment forms. However, while the CIO is 
restricted by law to purchase only relatively secure investments, substantial risks 
remain. The nature of these risks has been demonstrated by San Jose's recent $60 million 
investment loss through the excessive use of reverse repurchase agreements. In order to 
further limit this risk, in the prior section of this report, we recommend the institution 
of investment policy review and reporting controls. 


In addition to the risk of a loss from the sale of an investment, the City risks 
opportunity loss. Opportunity loss is the loss of interest revenue as a result of not acting 
on the opportunity to invest in financial instruments yielding higher interest income than 
the interest earned in those investments which are purchased. In the extreme, the 
potential opportunity loss is the interest revenue which would be lost by not investing the 
City's idle funds at all. 
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The ClO attempts to balance these risks by purchasing a variety of different types 
of investment instruments having reasonable risk, yield, liquidity, and maturity values in 
response to predictions of the City's cash requirements and financial market trends. 
While the City's cash requirements can be predicted with some accuracy (see Section 3 
on cash flow analysis), the forecasting of financial market trends is problematic. 
Recently, the financial market has been volatile and, therefore, difficult to anticipate. 
For example, bond interest rates have fluctuated more than two percentage points during 
the current year. The variation has been as great as five percent during the 1980 
calendar year. 


Notwithstanding these inherent risks and difficulties, the City's portfolio is not 
evaluated by qualified outside, independent portfolio analysts for appropriateness, quality 
or ability to meet the City's cash flow requirements. The cash balances of the 
Treasurer's investment accounts are audited monthly by the Controller's internal audit 
staff. The City's annual financial audit includes the outside auditors testing of the 
Treasurer's investment transaction records and procedures for conformance to law and 
generally accepted accounting practices.’ The auditors have not extended their review 
beyond these criteria until the current 1983-84 audit in progress. A representative from 
the City's outside auditing firm reports that the current audit in progress is testing the 
ClO's compliance with the Treasurer's investment policy instituted in June 1984. 
However, these auditors will not include an analysis of the appropriateness of the 
Treasurer's investment policies or an assessment of the quality of the City's investments. 


While the Board of Supervisors has delegated its investment authority to the 
Treasurer, the Board's oversight of the Treasurer's office would be strengthened if it 
contracted for annual portfolio analyses with a firm experienced in investments. The 
estimated annual cost for portfolio analysis is approximately $10,000. The annual 
portfolio analysis could include an evaluation of the alternatives for the ClO to increase 
the City's investment revenue while insuring the suitability and prudence of the 
investments, preserving the City's capital and meeting the City's cash requirements. 
Annual, qualified portfolio analyses would substantially improve the capacity of the 
Board of Supervisor's review of the City's investing activity. 


Portfolio Analysis 


On September 14, 1984, the par value of the portfolio was approximately 
$1,035,691,000 and was invested in various instruments with a variety of maturities. 
While the investments in the City's portfolio changes daily, the investments on this date 
were not abnormal and indicate the type of investments normally made and the amount 
of money invested in these instruments. According to the CIO, the investment 
instruments in the portfolio are typical for type and maturities. Our analysis follows: 


- In general, the City's idle funds are invested in instruments that are sound and 
return interest earnings which are significantly better than those earned by the 
State's investment pool. For the | 983-84 fiscal year, the average rate of return 
for the City's portfolio was more than eleven percent while the State's Local 
Agency Investment fund (LAIF) earned just over ten percent. The one 
percentage point difference between the City and the LAIF investment earnings 
amounts to approximately $10 million in annual earnings for the City. 


| Recent audits have not reported discrepancies. 
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= S190 million or 18.34 percent of the portfolio is in an overnight investment. In 
our opinion, this would normally be an excessive amount to have invested in 
overnight securities. According to the CIO, the large overnight investments 
were made because there was an abnormality in the market's investment yields 
wherein overnight rates were better than the rates of longer term instruments 
which matured in 30 days. This abnormality in investment yields was reportedly 
caused by a number of government agencies which dramatically shortened the 
maturities of investments in their portfolios after the problems in the City of 
San Jose were made public. The higher demand for short term investments 
caused the interest rates on these securities to be reduced and overnight 
interest rates to be relatively higher. 


- $349.3 million, or 33.73 percent of the portfolio, is in investments that will not 
mature in less than five years. On average, these maturities will not mature for 
over eight years or in 1993. Opinions vary as to how much money in a municipal 
Portfolio should be in longer term investments. Some investment analysts 
believe that cities should not invest in such longer term investments because 
cities may be required to sell these investments before their maturity at a loss 
in order to meet unexpected cash requirements to pay the City's bills. Other 
analysts are of the opinion that only the various fund surpluses, in contrast to 
idle funds, should be in these investments. Still other analysts are of the 
opinion that once cash flow needs are met, the highest yielding investments 
should be purchased. 


- Of the $349.3 million in long term investments, $197 million or 19.02 percent of 
the portfolio is in an investment which will not mature until 1993 and its 
current market value is approximately $7.4 million below par. This is currently 
not a problem because the City is able to meet cash flow requirements. This 
$197 million long term investment was made on February 15, 1984 prior to the 
time that the problems with the City of San Jose's long term investments 
became public. In response to the news of San Jose's losses from long term 
investments, the City's ClO reduced the average length of maturity of the 
portfolio. Reportedly, many other municipal investment officers have done the 
same. 


- The City's portfolio is invested in securities whose value fluctuates in the 
market. As of September 14, 1984, the market value of the total portfolio was 
approximately $34 million or 3.4 percent below its cost. The problem with a 
portfolio that is valued below what it cost is a) if the portfolio had to be 
liquidated, the loss would be real; b) there are opportunity losses because the 
money in the portfolio cannot be invested in other higher paying investments 
without taking a loss; and c) the investor can try to make up for the "paper 
losses" by buying more securities, hoping that the market will improve (this is 
what happened to the City of San Jose). However, it should be noted that the 
City can readily meet its cash requirements at this time. Therefore, the 
portfolio does not have to be liquidated. Further, if interest rates were to 
decline, the value of the portfolio could increase significantly. 


When it is desirable that investments are made that will generate higher yields, it 
can be expected that there will be some reasonable losses as well as significant gains. 
Once a decision is made to increase yield by buying securities with a long maturity, the 
investor must accept the commensurate risk. 
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CONCLUSION 


There is no outside, independent analysis of the City's investment portfolio. 
Reports of the City's annual portfolio analysis to the Board of Supervisors would 
assist the Board in its oversight of the City's investment program and reduce the 
chances of investment losses. 


RECOMMENDATION 

We recommend that the Board of Supervisors annually contract with a firm 
experienced in investments for a portfolio analysis of the investments made by the 
Treasurer. 
SAVINGS/BENEFIT 

The estimated annual cost for a portfolio analysis of the City's investments is 
$10,000. The implementation of this recommendation would assist the Board of 


Supervisors to oversee the City's investment program and may improve investment 
earnings as well as reduce the risk of investment losses. 
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il, CASH FLOW 


THE INFORMATION AVAILABLE FOR CASH FLOW 
ANALYSIS IS PRESENTLY INADEQUATE. AS A 
RESULT, THE TREASURER'S STAFF CANNOT 
ALWAYS PROPERLY SELECT INVESTMENT 
INSTRUMENTS WHICH WOULD RESULT IN THE 
BEST RATE OF RETURN FOR THE CITY'S 
PORTFOLIO. ADDITIONAL INFORMATION FOR 
CASH FLOW ANALYSIS WOULD IMPROVE THE 
TIMING OF PORTFOLIO INVESTMENTS RESULTING 
IN ESTIMATED INCREASED INTEREST EARNINGS 
OF $110,000 ANNUALLY. 


Cash flow is the cash balance between money coming in and going out on a daily or 
weekly basis over a period of time. Cash flow analysis is a method of anticipating cash 
requirements for expenditures and cash availability for investment by scheduling the bills 
expected to be paid against the revenues expected to be received over time. The flow of 
revenues and expenditures often causes the treasury balance to fluctuate greatly. 
Because yield is generally higher when liquidity is lower and maturity is longer, with 
adequate cash flow information the Chief Investment Officer (CIO) can confidently 
' invest in the highest yielding instruments while meeting the City cash requirements. 
Therefore, the ability to predict these fluctuations can mean the difference between a 
moderate or high return on monies available for investing due to the portfolio size and 
selection of investments. 


Cash flow analysis methods can vary from the very simple to the very 
sophisticated. The level of sophistication depends upon how much detail is used. A cash 
flow analysis is often developed by using the preceding three years' actual weekly 
expenditures and revenues. Modifications are made as needed to deal with changes 
caused by inflation, the number of employees, capital purchases, utility rate changes, tax 
law changes, etc. Actual revenues and expenses are recorded and compared to the 
projected cash flow. Adjustments are then made to revise cash flow projections based 
upon this comparison. As experience with an organization's cash expenditure and revenue 
receipt cycles are gained, the cash flow projections can become reasonably accurate. 


Because, normally, the longer the term of an investment the higher its yield, the 
City can be expected to earn a higher return if these investments are made for a longer 
term; such as for a week rather than overnight, or a month or more rather than for a 
week, Therefore, within various constraints, the City can earn the most interest income 
by investing at the longest term which would return the principal amount of cash just 
when the cash is required to pay for the City's expenses. The City's Investment Officer 
analyzes cash flow with the limited information available to forecast when the cash 
available for investing on a given day will be required to be used to pay the City's 
warrants. This ability to predict with reasonable accuracy the City's cash requirements 
allows the purchase of investments that maximize yield and mature on a schedule 
according to cash needs. 
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Presently, the Controller's Office supplies the Treasurer's Office with daily reports 
on warrants written. This information, together with reports of revenues received, is 
used to calculate the City's cash requirements for the following business day. However, 
advance information concerning extraordinarily large payment obligations is not made 
available to the Treasurer's Office. The result is that the Treasurer's Office can be 
unaware of some major City cash requirements and can have cash invested beyond the 
date it is needed to pay the City's bills and, then, be forced to sell investments prior to 
their term without receiving their full potential earnings. For example, in the spring of 
1984, major expenditures were made to modify the Moscone Center for the Democratic 
Convention, start-up the cable cars, purchase new buses for the Municipal Railway, and 
for street repairs and paving. The expenditures were not expected by the CIO and, 
therefore required alteration of the Treasurer's investment strategy. This meant 
increasing the liquidity of the portfolio. 


The major sources of cash flow information are outside of the Treasurer's 
Department. Normally, only the other departments are aware of the timing of 
extraordinary expenditure obligations which they have made. The departments do not 
inform the CIO of their extraordinary expenditure obligations. 


The Treasurer could obtain the information needed to forecast monies available for 
investing by requesting that significant cash flow data be provided to the ClO. For 
example, all expenditures greater than one million dollars could be reported. Instructions 
could be issued by the Treasurer directing all departments to provide the Treasurer's 
Office with a monthly report projecting their cash requirements for the coming month, 
quarter and year. According to the CIO, such information would make an estimated 
average of an additional $1.1 million available to him every day to invest. For example 
at a ten percent interest rate (which is a conservative rate of return in today's markets) 
the result would be an additional estimated $110,000 annually in interest income. In 
addition, having such a cash flow analysis system could improve the City's bond rating 
which could result in a saving on new bond issues. 


The CIO also has an informal agreement with the City's Retirement Board for the 
timing of the withdrawal of monies from the General Fund which are to be invested in 
the Retirement Fund for City employees. This policy could be made formal with a 
written agreement between the Retirement Board and the Treasurer that delineates the 
conditions for the transfer of monies. This would aid cash flow analysis because the ClO 
would know how much money would be required for the Retirement Board at any time. 


CONCLUSION 

Information required to predict the City's cash flow is inadequate. Installing 
a formal cash flow analysis process including monthly reports by City Departments 
on their expected cash needs for the coming month, quarter and year would 


improve investment earnings because the CIO could choose investments based on 
better information about cash requirements. 
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RECOMMENDATION 


We recommend that the Treasurer instruct all City Departments to provide 
monthly reports projecting their cash requirements so that the Treasurer can 
establish an improved system to analyze cash flow. 


BENEFIT /SAVINGS/COSTS 


The benefit of this program is improved knowledge of cash needs resulting in 
improved investment earnings of an estimated $110,000 annually. 


BOARD OF SUPERVISORS 


Ave 


Shen bersuens ti mop zit be 1 ens eT. 
. QUEL? betor: 229 a8 To apnimes teeretaeynl Revere: 


IV. PERSONNEL REQUIREMENTS 


WHILE THE CHIEF INVESTMENT OFFICER (CIO) 
REGULARLY CONSULTS WITH THE TREASURER, 
THE ClO IS THE ONLY EMPLOYEE IN THE 
TREASURER'S OFFICE WHO HAS BEEN 
THOROUGHLY TRAINED IN INVESTING AND 
MANAGING THE CITY'S PORTFOLIO. OPERATING 
BY HIMSELF, WITHOUT TRAINED ASSISTANCE, 
RESULTS IN ALL OF THE CITY'S DAY-TO-DAY 
INVESTMENT DECISIONS BEING MADE BY ONE 
PERSON. PRIOR TO HIS VACATIONS AND OTHER 
KNOWN ABSENCES, THE CIO TIMES INVESTMENTS 
IN ORDER THAT ONLY THOSE INVESTMENTS 
NEEDED TO MEET CASH REQUIREMENTS WILL 
MATURE DURING HIS ABSENCE. THIS SOMETIMES 
RESULTS IN INVESTMENTS WHICH DO NOT YIELD 
THE HIGHEST INTEREST INCOME. 


The Board of Supervisors is responsible for the investment of City's idle funds and 
has delegated the authority for investing the City's one billion dollar portfolio to the 
Treasurer via Administrative Code Section 10.79-2. The Treasurer has assigned the task 
of investing these funds to the Chief Investment Office (CIO) who presently is the only 
person in the Treasurer's Office who has been thoroughly trained to invest and manage 
the City's portfolio. 


The Investment Division has four employees: The CIO, Cash Manager, Clerk Typist 
and Senior Account Clerk. The CIO is responsible for making the investment decisions 
and transactions. The Cash Manager's position was vacant for approximately seven 
months. The current Cash Manager was hired in August of this year and is learning the 
duties of the position and is also installing a program on the division's new personal 
computer to improve the analysis of cash flow information. The ClO's two clerks are 
responsible for record keeping and correspondence. 


Problems 


Large public and private businesses generally have sufficient employees so that 
there is overlap in the expertise, experience and responsibility of the investment staff. 
In this way, a qualified employee is available to assume duties when an employee is 
absent or leaves the company's employment. Further, the overlap of staff qualifications 
allows for professional investment analysis among employees so that investment 
decisions are more likely to be well thought through. 


While the CIO regularly consults with the Treasurer, the Investment Division does 
not have such an overlap of employee qualifications. When the CIO is absent, no one is 
available who has been thoroughly trained in temporarily managing the portfolio. There 
are two persons in the Treasurer's Office who can and have made investments in 
overnight investments but they are not fully knowledgeable in the City's overall 
investment procedures especially the requirements involving longer term investments. 
Therefore, when the CIO knows he is going to be absent for an extended period (e.g.: 
vacation), he "times" the investments based on cash flow needs. This sometimes results 
in investments which do not yield the highest interest income. The ClO also makes 
certain that a large amount of money is available for overnight investment. Then, one of 
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the other employees in the Treasurer's Office is assigned to invest the money in 
overnight securities during his absence. The amount of these securities varies, depending 
upon the City's cash needs. If, during these absences, the investments could be handled 
normally, the City would have better control of the portfolio and the investments would 
then result in an undetermined amount of higher interest earnings. 


Other than the Treasurer, there is no one staff person who is available to discuss 
and consult with the CIO relating to investment, economic, business and other issues 
which can affect the City's portfolio. While the CIO routinely goes outside the City for 
advice, he should have some in-house assistance from a staff person who is also 
thoroughly trained in investments. Operating alone, without trained assistance, could 
possibly result in making inferior investment decisions. One of the major problems in San 
Jose was City staff continuing to make investments in long term bonds hoping that the 
market would turn around after they had lost money. There apparently was a lack of 


communication among staff to determine how best to improve the City's investment 
situation. 


Cash Manager Training 


The City's investment program could be continually managed during the absences of 
the CIO and the CIO could be given ongoing investment assistance if the cash manager 
position were upgraded. 


The Cash Manager could be trained to invest the City's portfolio in a professional 
manner. This training could be provided through the County Treasurer's Organization, 
seminars and schools. Given the additional responsibilities of the Cash Manager position, 
Civil Service should consider upgrading the position to Assistant Investment Officer/Cash 
Manager. The additional cost of this change would be determined by Civil Service 
depending upon the duties to be required but should be less than $10,000 annually. 


CONCLUSION 


Although the Chief Investment Officer regularly consults with the Treasurer, 
the Chief Investment Officer is operating without professional staff assistance in 
making investment decisions and transactions. This burden on him is unnecessary 
and it can be reduced by training other staff or hiring another qualified employee. 


RECOMMENDATION 


We recommend that the Cash Manager receive training in investment analysis 
and decision making and that the Treasurer should request the Civil Service 
Commission to reclassify the Cash Manager position to an Assistant Investment 
Officer/Cash Manager position. 


COST/BENEFIT 


The costs for training the Cash Manager are minimal. A reclassification of 
this position to Assistant Investment Officer/Cash Manager would result in 
additional estimated costs of $10,000 annually. The resulting benefits would be 
improved investment divisions and increased investment earnings of an 
undetermined amount. 
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V. ENVIRONMENTAL HAZARDS 


THE PERSONNEL IN THE INVESTMENT DIVISION OF 
THE TREASURER'S OFFICE WORK IN AN AREA 
THAT OFTEN HAS A VERY HIGH TEMPERATURE. 
AS A RESULT, WORKING CONDITIONS ARE 
INADEQUATE AND COULD RESULT IN EQUIPMENT 
FAILURE AND PERSONNEL ILLNESS. 
ADDITIONALLY, THERE IS INADEQUATE SPACE 


AND ELECTRICAL SERVICE FOR THE INVESTMENT 
DIVISION. 


Good working conditions are important for employee health and morale. These 
same conditions are also important for efficient equipment operation. The Investment 
Division of the Treasurer's office is located in a small office on the mezzanine in the 
Treasurer's area above the cashiers. In addition to the four employees of the division, 
there is equipment which generates a substantial amount of heat. The average daily 
temperature is above 80 degrees Fahrenheit and often is much warmer. The staff has 
used fans in the past to attempt to circulate and cool the air but because there is no 
outside ventilation. This action has been ineffective as stale air from the surrounding 
office areas replaces the air moved out of their office. 


The Investment Division recently installed an personal computer and related 
hardware in addition to their Moneymax and Tellerate terminals and other office 
equipment. All this equipment generates heat when operating, adding to the temperature 
problem in the office. At the same time, this equipment is temperature sensitive and the 
high temperature in the office could lead to equipment failure and costly repairs. 


The exposure to high temperatures is unhealthy and unnecessary. The present 
working conditions could lead to fatigue and result in illness, morale problems and poor 
decision making. A better work environment could mean improvements in these areas. 


A representative from the Health Department investigated the problem at the 
request of the Budget Analyst. The results of the investigation were that the 
temperature on the main floor was 72 degrees Fahrenheit and in the investment office, 
the temperature was 79.5 degrees Fahrenheit due to poor movement of air. The 
recommendation was that a mechanical ventilation system be installed, controlled by the 
employees of the Investment Division, that would circulate fresh and cool air into the 
room. 


Based on a preliminary review by a representative from the Architects Division of 
the Department of Public Works, we estimate that the cost to install a unit air 
conditioner to be approximately $3,000. Ductwork could be installed to exhaust the air 
to the outside of City Hall, if desired. 


Three of the four Investment Division employees are crowded into a small room. 
However, there is a room next to theirs which could be used if a common wall were 
removed. It could be cooled by the same unit air conditioner. The present office is also 
lacking in electrical service. More space should be made available by removing the 
common wall between the two rooms and installing adequate electrical service. The cost 
of this remodeling is estimated to be $12,000. 
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CONCLUSION 


The present working environment in the Investment Division is inadequate 
because the area is isolated from a fresh air source. Conditions would be improved 
by the installation of a unit air conditioner supplying fresh air to the Investment 
Division's room. In addition, the present office is crowded and electrical service is 
inadequate. 


RECOMMENDATION 


We recommend that a unit air conditioner be installed in the Investment 
Division's workspace and that increased space and improved electrical service be 
provided for this division. 


BENEFIT/COST 


The employees would benefit from a better work environment at an estimated 
one-time cost of $3,000 to install a unit air conditioner and minimal annual 
operating costs. A reduction in the temperature would also reduce the likelihood of 
a computer failure. Further expanded space and additional electrical service would 
also significantly improve employee working conditions. The cost to remodel the 
work space is estimated to be $12,000. 
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City and County of San Francisco Office of the Treasurer 


MARY |. CALLANAN 
TREASURER 


October 15, 1984 GIN L. SO 
CHIEF ASSISTANT TREASURER 


INVESTMENT DIVISION 
558-4688 


Harvey M. Rose, Budget Analyst 

San Francisco Board of Supervisors 
City ial 

pan Prancasco; Calif. 94102 


Deaw May Rose: 


In responding to your review of the investment policies, 
procedures and practices of the Treasurer's office, I would 
first like to commend you and your staff on the courtesy 
and professionalism exhibited in approaching this rather 
complex area of financial management. 


I am cognizant of the fact that, although investment policies 
have been in effect through internal oral instructions and 
frequent review of reports, these policies were not committed 
to written form until earlier this year. Copies of the policy 
statement were sent to the Board of Supervisors as requested. 


The form of report sent to the Board of Supervisors in the 

past has indeed been lacking in detail. The information to 
be contained in reports to the Board which is suggested by 

your review is, and has been, available in our office, and 

will be provided to the Board on a regular basis as stated 

in the City's Administrative Code. 


I would emphasize that, as stated in your report, San Francisco 
does not use the investment techniques which led to the losses 


experienced by San Jose. I believe the portfolio distribution 
displayed in your report reflectsthe high quality of our 
investments. 


Your concern with the inadequacy of information on the City's 
cash flow has likewise been of concern to me for some time. 
My staff and I have been working with the Controller's 

staff and our computer consultants in an effort to formulate 
effective reporting procedures. We shall continue these 
efforts and inform you of our progress. 


Upgrading of our investment staff has been an on-going project 
in cooperation with the Civil Service Commission staff, and 
will be further pursued as you suggest. 


(415) 558-4575 110 City Hall San Francisco, California 94102 
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Harvey M. Rose, Budget Analyst October 15,,4754 
San Francisco Board of Supervisors 


Finally, we agree that there are environmental hazards, as 
well as certain security problems, which must be addressed. 
The Board recently approved funds for a work order to the 
Department of Public Works to provide plans and an estimate 
of costs to remedy these problems. We will look forward to 
your support of the capital funds appropriation which will 
be required when costs are known. 


Onee again, let me thank you’ for your courtesy <and Concern, 
and assure you that we will provide you and the Board with 


timely statistics and progress reports in the other areas 
discussed. 


Yours very truly, 


— a ee, 
aes {77> ' a / ae 

‘a “y vot Ad Pe on ve iy Vig Li Et é oe - wer 
Wee 4 Le Cues Ce : 
Mary IY Callanan 
Treasurer 
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CITIES, COUNTIES, AND OTHER AGENCIES § 53601 


13. Pnonty of Special Assessment Liens. §§ 53930-53937 
Pleasure Riding Tax. §§ 53940-53947 


§ $3600. 
§ 53601. 
§ 53602. 


§ 53603. 
§ 53604. 


§ 53605. 
§ 53606. 
§ 53607. 
§ 53608. 


§ 53609. 


§ 53600. 


ARTICLE 
Investment of Surplus 


“Local agency” 

Bonds, notes and warrants authorized for investment 

Legislative body to invest only in notes, etc., which are legal investments 
for savings banks: Exception 

Manner of making investments 

Sale and reinvestment of proceeds of notes, bonds, and registered war- 
rants purchased 

Sale of investments to apply proceeds to original purpose 

Cancellation of bonds: Effect: Sale of uncanceled bonds 

Delegation of authority to invest funds of local agency or to sell or 
exchange securities purchased: Assumption of responsibility: Monthly 
report 

Deposit of bonds, etc., for safekeeping: Receipt: Delegation of authority 
to deposit for safekeeping 

Investment of state employees deferred compensation funds 


“Local agency” 


As used in this article, ‘local agency” means county, city, public 
district, or any public or municipal corporation. 


Added Stats 1949 ch 81 § 1. 


a Die 


Appendix 1 
Page | of 10 


div ertoe WANTO tA 2aTTVMniges 231719 


Tthts vie Be s. inumareed iskagé towinateh fh 
CeO 2 GUOLE OZ aT anil Que Fl 


, ey] RA 
cote? We Henttcet! 


‘wungas text” OUREE F 
orirritowie web Rothealiue atiatiw bes ei0.2hegt LONLe @ 
edt eed Tey SSH pale SO My diye iornt of yun onriahenged (aati? 

snjievaet edned Pgeiees tab 
Aasicoest priser Yo rohan ADBEE e 
fea Esvolsigas hie bend anion W ghes61 7 imourtesraisy bas aed SOOKE § 
ieoredi Bie) 

sino Leavigiw Of dbsssonm “los Gf ClewnizaeM YY otek Rte ?® 

Sod basa, Yo wee 125TR ébeud jo cotraliead? 2SCeF 

ve ee 1 ww Yanoge be ‘yw ehowt Sreovni OF yirveting nol ~gseoG Cire & 
vlilingM eg il hternte ye ln nomen iinwotey, suri SSRN EAS 
J 

vitielive to wntegsieC? <inineaR :ganqess>)e= 20) 28 whit’ To Neopet? (ROBES S 

gnigoststes Wl aeoqetr ot — 
aheall rer Phe ysamers Dott movolae seta bo tosmlzpvnt wet? § 


P, 


“eonege root” ORE G 

diving Yio -ginwe enzom *vnocen leoal” slostie eh ae bee ZA 
nonaones leqhinum Ww ailduq yrs 40 Johiab 

£8 do PORT axat® fobbA 


§ 53600 CITIES, COUNTIES, ETC. Title 5 
City and County of San Francisco (1908) Deferred compensation plan funds held 
162 F. 441, S89 C.C.A. 327, certiorari de- by local agencies may not be invested in 
nied SORS CertODa ec Lome Nn OOS) O40 Ie ed: life insurance policies, but may be invest- 
345. ed in other types of investments as autho- 


rized by §§ 53601, 52602, 53608. 5S Ops. 
Atty.Gen,. 129, 2-20-75. 


§ 53601. Circumstances authorizing investments; authorized in- 
vestments 


The legislative body of a local agency having money in a sinking 
fund of, or surplus money in, its treasury not required for the imme- 
diate necessities of the local agency may invest such portion of the 
money as it deems wise or expedient in: 


(a) Bonds issued by it, including bonds payable solely out of the 
revenues from a revenue-producing property owned, controlled, or op- 
erated by it or by a department, board, agency, or authority thereof. 


(6b) United States Treasury notes, bonds, bills, or certificates of 
indebtedness, or those for which the faith and credit of the United 
States are pledged for the payment of principal and interest. 


(c) Registered state warrants or treasury notes or bonds of this 
state, including bonds payable solely out of the revenues from a reve- 
nue-producing property owned, controlled, or operated by the state or 
by a department, board, agency, or authority thereof. 


(d) Bonds, notes, warrants, or other evidences of indebtedness of 
any local agency within this state, including bonds payable solely out 
of the revenues from a revenue-producing property owned, controlled, 
or operated by the local agency, or by a department, board, agency, 
or authority thereof. 


(e) Obligations issued by banks for cooperatives, federal land 
banks, federal intermediate credit banks, federal home loan banks, 
the Federal Home Loan Bank Board, the Tennessee Valley Authority, 
or in obligations, participations, or other instruments of or issued by, 
or fully guaranteed as to principal and interest by, the Federal Nation- 
al Mortgage Association; or in guaranteed portions of Small Business 
Administration notes; or in obligations, participations, or other in- 
struments of or issued by a federal agency or a United States govern- 
ment-sponsored enterprise. 

(f) Bills of exchange or time drafts drawn on and accepted by a 
commercial bank, otherwise known as bankers acceptances, which are 
eligible for purchase by the Federal Reserve System. Purchases of 
bankers acceptances may not exceed 270 days maturity or 30 percent 
of the agency’s surplus money which may be invested pursuant to this 
section. 

190 
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Div. 2 FINANCIAL AFFAIRS § 53601 


The provisions of this subdivision shall not preclude a municipal 
utility district from investing any surplus money in its treasury in 
any manner authorized by the Municipal Utility District Act. 


(g) Commercial paper of ‘“‘prime’’ quality of the highest ranking 
or of the highest letter and numerical rating as provided for by 
Moody's Investors Service, Inc., or Standard and Poor’s Corporation. 
Eligible paper is further limited to issuing corporations that are or- 
ganized and operating within the United States and having total as- 
sets in excess of five hundred million dollars ($500,000,000) and hav- 
ing an “A” or higher rating for the issuer’s debentures, other than 
commercial paper, as provided for by Moody’s Investors Service, Inc., 
or Standard and Poor’s Corporation. Purchases of eligible commer- 
cial paper may not exceed 180 days maturity nor represent more 
than 10 percent of the outstanding paper of an issuing corporation. 
Purchases of commercial paper may not exceed 15 percent of the 
agency’s surplus money which may be invested pursuant to this sec- 
tion. 


(h) Negotiable certificates of deposits issued by a nationally or 
state-chartered bank or a state or federal savings and loan associa- 
tion. Purchases of negotiable certificates of deposit may not exceed 
30 percent of the agency’s surplus money which may be invested pur- 
suant to this section. For purposes of this section, negotiable certifi- 
cates of deposits do not come within the provisions of Article 2 (com- 
mencing with Section 53630) of Chapter 4 of Part 1 of Division 2 of 
Lie. O: 


(1) Investments in repurchase agreements or reverse repurchase 
agreements of any securities authorized by this section. For pur- 
poses of this section, the term “repurchase agreement”? means a pur- 
chase of securities by the local agency pursuant to an agreement by 
which the seller will repurchase such securities on or before a speci- 
fied date and for a specified amount. 


For purposes of this section, the term “‘reverse repurchase agree- 
ment” means a sale of securities by the local agency pursuant to an 
agreement by which the local agency will repurchase such securities 
on or before a specified date and for a specified amount. 


(Added by Stats.1949, c. 81, p. 289, § 1. Amended by Stats.1951, c. 1643, p. 
3697, § 1; Stats.1953, c. 537, p. 1798, § 2; Stats.1954, Ex.Sess., c. 10, p. 
257, § 1; Stats.1967, c. 275, p. 1433, § 1; Stats.1967, c. 1316, p. 3140, § 2; 
Stats.1974, c. 1354, p. 2938, § 1; Stats.1975, c. 649, p. 1406, § 1; Stats.1977, 
c. 1138, p. 3657, § 1.6; Stats.1978, c. 65, p. 181, § 1; Stats.1979, c. 158, p. 
354, § 1; Stats.1979, c. 275, p. 942, § 2.5; Stats.1981, c. 185, § 2; Stats. 
1982, c. 608, § 2.) 
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§ 53601 


CITIES, COUNTIES, ETC. 


Title 5 


Historical Note 


As added, this sectiom read: 

“The legislative body of a local agency 
having money in a sinking fund of, or sur- 
plus money in, its treasury not required 
for the immediate necessities of the local 
agency may invest such portion of the 
money as it deems wise or expedient in: 

**(a) Bonds issued by it. 

“(b) United States Treasury notes or 
bonds or those for which the faith and 
credit of the United States are pledged 
for the payment of principal and interest. 

“(c) Treasury notes or bonds of this 
State or of any local agency within this 
State. 

“(d) Registered state warrants.” 


The 1951 amendment rewrote subd. (a) 
to read as it Dow appears and, in subd. 
(c), following ‘“‘within this State’ added 
“including bonds payable solely out of the 
revenues from a revenue-producing prop- 
erty owned, controlled, or operated by the 
State or any local agency, or by a depart- 
ment, board, agency or authority thereof.” 


The 1953 amendment added, in subd. 
(b), bills or certificates of indebtedness as 
authorized investments. 


The 1954 amendment rewrote subds. (c) 
and (d) to read as follows: 

“(c) Registered state warrants or trea- 
sury notes or bonds of this State includ- 
ing bonds payable solely out of the reve- 
nues from a revenue-producing property 
owned, controlled, or operated by the 
State or by a department, board, agency 
or authority thereof. 

“(d) Bonds, notes, warrants or other 
evidences of indebtedness of any local 
agency within this State, including bonds 
payable solely out of the revenues from a 
revenue-producing property owned, con- 
trolled or operated by the local agency, or 
by a department, board, agency or author- 
ity thereof.” 


The 1967 amendments added subd. (e). 
The 1974 amendment added subd. (f). 


The 1975 amendment, in subd. (e), fol- 
lowing ‘‘Federal National Mortgage Asso- 
ciation;”, substituted ‘‘or in obligations, 
participations, * * ©* United States 
government—sponsored enterprise” for 

“or in participation certificates evidenc- 
ing beneficial interests in obligations, or 
in the right to receive interest and princi- 
pal collections therefrom, which obliga- 
tions have been subjected by one or more 
government agencies to a trust or trusts 
for which any executive department, agen- 
cy, or instrumentality of the United 
States (or the head thereof) has been 


named to act as trustee."; in subd. (f), in 
the first sentence of the first paragraph, 
substituted ‘purchase by the Federal Re- 
serve System” for “use as collateral by 
member banks for borrowing from the 
Federal Reserve bunk”, and, in the second 
sentence, substituted “270” for *90"; and 
deleted the second paragraph of subd. (f), 
which read: 

“The provisions of subdivision (f) of 
this section shall only be applicable to cit- 
ies and special districts having treasury 
balances including cash and investments as 
of the end of the prior fiscal year in the 
excess of eight million dollars ($8,000,- 
000) or counties having treasury balances 
including cash and investments as of the 
end of the prior fiscal year in excess of 
thirty million dollars ($30,000,000) .” 


The 1977 amendment, in subd. (f), scb- 
stituted "30 percent” for “15 percent”. 


The 1978 amendment, in the first para- 
graph of subd. (f1. following “270 days 
Maturity”, substituted ‘or’ for “nor ex- 
ceed”, and in the second paragraph, sub- 
stituted “this subdivision” for ‘subdivision 
(f) of this section"; and added subds. (g) 
and (h). 


The 1979 amendments, at the end of 
subds. (g) and (h), substituted 100,000” 
for "250,000"; near the beginning of 
subd. (bh), substituted “issued by” for 
“purchased from”; and added subd. (i). 


Amendment of this section by $ 2 of 
Stats.1979, c. 275, p. G40, failed to become 
operative under the provisions of § + of 
Stats.1979, c. 275. 


The 1981 amendment inserted in subd. 
(e) guaranteed portions of small] business 
administration notes and decreased the 
population in the second paragraph of 
subd. (h) from 100,000 to 50,000. 


The 1982 amendment deleted the second 
paragraph of subd. (g), which had read: 

“No investment in securities described 
in this subdivision shall be made by a lo- 
cal agency having a population of less 
than 100,000"; and deleted the second 
paragraph of subd. (h), which had read: 

“No investment in securities described 
in this subdivision shal] be made by a lo- 
cal agency having a population of less 
than 50,000.” 


Derivation: Stats.1913, c. 73, p. 76, § 1; 
Stats.1927, c. 27, p. 28, § 1; Stats.1933, ce. 
217, p. 716, § 1; Stats.1937, c. 903, p. 
2489, § 1; Stats.1941, ¢. 17, p. 430, § 1; 
Stats.1943, c. 227, p. 1128, § 2; Stats. 
1943, c 571, p. 2140, § 2. 
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§ 53633 LOCAL AGENCIES 


§ 53633. Determination of amount to be deposited as inactive and 
active deposits 


The Treasurer shall determine the amounts of money to be deposited 
aS Inactive and active deposits, except as otherwise provided in 
Section 53679. 

Added Stats 1949 ch 818.1, Amended Stats 1953 ch 670 § 1. 


Prior Law: Based on Stats 1932 ch 189 $3 p 643, as amended by Stats 1935 ch 710 §2 p 
ISIE, SSUES TEL celay Bini SaiN Bore). pure 


Amendments: 

1953 Amendment: Added “, except as otherwise provided in Section $3679". 
Collateral References: 

Cal Jur 2d Municipal Corporations § 769, 


y 53634. Transfer of inactive deposits to active deposits 
The treasurer may call in money from inactive deposits and place it in 
active deposits as current demands require. When there is money in 
his possession for which there 1s no demand as inactive deposits, he 
may place it as active deposits. 
Added Stats 1949 ch 81 § 1. 
Prior Law: Based on Stats 1933 ch 189 §3 p 643. as amended by Stats 1935 ch 710 §2 p 
1918, Stats 1947 ch 973 § 2 p 2242. 
Collateral References: 
Cal Jur 2d Municipal Corporations § 269. 
McKinney’s Cal Dig Banks §§ 80 et seq., Counties §§ 120 et seq., Municipal 
Corporations $§ 161 et seq., Public Funds §§ 3 et seq., Public Officers §§ 58 et 
SCY 
Am Jur 2d Banks §§ 336, 355, 368, Municipal Corporations, Counties, and Other 


Political Subdivisions §§ 277, 288, 579, $82, 585-587, Public Funds §§ 9-12, 76, 
Public Officers and Employces §§ 322-325, 328. 


§ 53635. Deposit of money of local agency 
So far as possible, all money belonging to, or in the custody of, a 
local agency, including money paid to the treasurer or other official to 
pay the principal, interest, or penalties of bonds, shall be deposited for 
safekeeping in state or national banks in the state selected by the 
treasurer or other official having the legal custody of the money, or 
may be invested in: 
(a) Bonds or interest-bearing notes or obligations of the United States, 
or those for which the faith and credit of the United States are 
pledged for the payment of principal and interest. 
(b) Bonds of this state, or those for which the faith and credit of this 
state are pledged for the payment of principal and interest. 
(c) Bonds of any county, city, metropolitan water district, municipal 
utility district, or school district of this state. 
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Page 6 Of 10 


CITIES, COUNTIES, AND OTHER AGENCIES § 53635 
(d) Bonds, consolidated bonds, collateral trust debentures, consoli- 
dated debentures, or other obligations issued by federal land banks or 
federal intermediate credit banks established under the Federal Farm 
Loan Act, as amended, in debentures and consolidated debentures 
issued by the Central Bank for Cooperatives and banks for coopera- 
tives established under the Farm Credit Act of 1933, as amended. in 
bonds or debentures of the Federal Home Loan Rank Board estab- 
lished under the Federal Home Loan Bank Act [12 USCS §§ 1421- 
1449], in stock, bonds, debentures and other Obligations of the 
Federal National Mortgage Association established under the Na- 
tional Housing Act as amended [12 USCS §§ 1701 et seq.}, and in the 
bonds of any federal home loan bank established under said act. 

Added Stats 1949 ch 81 § 1; Amended Stats 1967 ch 1026 § 1. 


Prior Law: Based on Stats 1933 ch 189 § 1 Ist sent p 642, as amended by Stats 1935 ch 710 
§ 1 p 1917, Stats 1937 ch 605 $1 p 1698, Stats 1939 ch 551 § 1 p 1950, Stats i941 ch 342 §} 
p 1591, Stats 1943 ch 125 §1 p 825, Stats 1945 ch 486 § 1 p 485, Stats 1947 ch 973 §1 p 
224) 


Amendments: 


1967 Amendment: (1) Amended the introductory paragraph by (a) substituting 
“state’’ for “State” before “selected”; and (b) adding “, or may be invested in”; 
and (2) added subds (a) through (d). 

Note —The Federal Farm Loan Act and the Farm Credit Act of 1933, referred to 
ia subd (d) of this section, and formerly appearing as 12 USCS §§ 641 et seq. and 
12 USCS §§ 1131 et seq., respectively, have been repealed. 


Collateral References: 

Cal Jur 2d Banks § 125, Municipal Corporations § 269. 

McKinney’s Cal Dig Banks §§ SO et seq., Counties §§ 120 et sey.. Municipal 
Corporations §§ 161 et seq., Public Funds §§ 3 et seq.. Public Officers §§ S58 et 
seq. 

Am Jur 2d Banks §§ 336, 355, 368. Municipal Corporations, Counties, and Other 
Political Subdivisions §§ 277, 288, 579, $82, 585-587, Public Funds §§ 9-12, 76, 
Public Officers and Employees $§ 322-325, 328. 


Attorney General's Opinions: 


30 Ops Atty Gen 54 (school district’s deposit of proceeds of bond sale, pending 
their use for payment of construction contracts). 


NOTES OF DECISIONS 


The Depositary Acts of 1927 and 1933 followed 
the administrative practice of depositing in state 
and national banks funds in the county treasury, 
regardless of the source from which said funds 
were derived. Pomona City Schoo! Dist. v Payne 
(1935) 9 CA2d 510, 50 P2d 822. 


The Depositary Act of 1933 authorizing placement 
of public funds in state or national banks was 
passed primanly to secure the safety of such 
public moneys. Metropolitan Water Dist. v Adams 
(1948) 32 C2d 620, 197 P2d 543. 


The county treasurer is authorized to deposit at 
interest, not only funds coming into his custody as 
an official of the county and as ex-officio treasurer 
of school or other districts, but also funds, which 
belong to a public or municipal corporation, but 
enter his hands via an eminent domain procecding 
from the court as its treasurer. Metropolitan Wa- 
ter Dist. v Adams (1948) 32 C2d 620, 197 P2d 
543. 
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GOVERNMENT CODE § 53601 


bonds issued pursuant to this section, shall be canceled by order of the legislative body and shall not be 
issued, 


This section shall become operative * * * January 1, 1986. 
(Amended by Stats.1983, ¢. 293. p. ——--, § 6, operative Jan. 1, 1986.) 


For text of section operative until Jan. }, 1986, sce § 53541, ante. 


CHAPTER 4. FINANCIAL AFFAIRS 


Article Section 
17. Community Facilities Plan [New] — . ee 53930 
18. Local Tax Allocation Agreernents to Implement Community Facilities Plan 

RINIGW) Hehe en Ace ak 53990 


ARTICLE 1. INVESTMENT OF SURPLUS 


Sec. 
53601.1. Investment in financial futures or financial option contracts [New] 


§ 53601. Circumstances authorizing investments: authorized investments 


The legislative body of a local agency having money in a sinking fund of, ur surplus money in, its 
treasury not required for the immediate necessities of the local agency may invest such portion of the 
money as it deems wise or expedient in: 


(a) Bonds issued by it, including bonds payable solely out of the revenues from a revenue-producing 
property owned, controlled, or operated by it or by a department, board, agency, or authority thereof. 


(b) United States Treasury noies, bonds, bills, or certificates of indebtedness, or those for which the 
faith and credit of the United States are pledged for the payment of principal and interest. 


(c) Registered state warrants or treasury notes or bonds of this state, including bonds payable solely 
out of the revenues from a revenue-producing property owned, controlled, or operated by the state or 
by a department, board, agency, or authority thereof. 


(d) Bonds, notes, warrants, or other evidences of indebtedness of any local agency within this state, 
including bonds payable solely out of the revenues from a revenue-producing property owned, 
controlled, or operated by the local agency, or by a department, board, agency. or authority thereof. 

(e) Obligations issued by banks for cooperatives, federal land banks, federal intermediate credit 
banks, federal home loan banks, the Federa! Home Loan Bank Board, the Tennessee Valley Authority, 
or in obligations, participations, or other instruments of or issued by, or fully guaranteed as to 
principal and interest by, the Federal National Mortgage Association; or in guaranteed portions of 
Small Business Administration notes; or in obligations, participations, or other instruments of or 
issued by a federal agency or a United States government-sponsored enterprise 


(f) Bills of exchange or time drafts drawn on and accepted by a commercial bank, otherwise known 
as bankers acceptances, which are eligible for purchase by the Federal Reserve System. Purchases of 
bankers acceptances may not exceed 270 days maturity or 40 percent of the agency’s surplus money 
which may be invested pursuant to this section. However, no more than 30 percent of the egency’s 
surplus funds may be invested in the bankers acceptances of any one commercia: Yank pursuant to this 
section. 

The provisions of this subdivision shal] not preclude a municipal utility district from investing any 
surplus money in its treasury in any manner authorized by the Municipa! Utility District Act. 


(g) Commercial paper of “prime” quality of the highest ranking or of the highest letter and 
numerical rating as provided for by Moody’s Investors Service, Inc., or Standard and Poor's Corpora- 
tion. Eligible paper is further limited to issuing corporations that are organized and operating within 
the United States and having total assets in excess of five hundred million dollars ($500,000,000) and 
having an “A” or higher rating for the issuer's debentures, other than commercial paper, as provided 
for by Moody’s Investors Service, Inc., or Standard and Poor's Corporation. Purchases of eligible 
commercial paper may not exceed 180 days maturity nor represent more than 10 percent of the 
outstanding paper of an issuing corporation. Purchases of commercial paper may not exceed 15 
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§ 53601 GOVERNMENT CODE 


percent of the agency's surplus money which may be invested pursuant to this section. An additional 
15_percent, or a total of 30 percent of the agency's surplus money, may be invested pursuant to this 
subdivision. _The additional 15 percent may be_so_ invested only if the dollar-weighted average 
maturity of the entire amount does not exceed 31 days. “Dollar-weighted average maturity” means 
the sum of the amount of each outstanding commercial paper investment multiplied by the number of 
days to maturity, divided by the total amount of Outstanding commercial paper, 


(h) Negotiable certificates of deposits issued by a nationally or state-chartered bank or a state or 
federal savings and loan association or by a state-licensed branch of a foreign bank. Purchases of 
negotiable certificates of deposit may not exceed 30 percent of the agency's Surplus money which may 
be invested pursuant to this section, For purposes of this section, negotiable certificates of deposits 
do net come within the provisions of Article 2 (commencing with Section 53630) of Chapter 4 of Part 1 


of Division 2 of Title D,except that the amount so invested shall be subject to the limitations of 
Section 53638. 


(1) Investments in repurchase agreements or reverse repurchase agreements of any securities 
authorized by this section. For purposes of this section, the term “repurchase agreement” means a 
purchase of securities by the local agency pursuant to an agreement by which the seller will 
repurchase such securities on or before a specified date, or_on demand of either party, and for a 
specified amount. Such securities, for purpose of repurchase under this subdivision, shall mean 
securities of the same issuer, description, issue date, and maturity. 


For purposes of this section, the term “reverse repurchase agreement” means a sale of securities by 
the local agency pursuant to an agreement by which the local agency will repurchase such securities 
on or before a specified date and for a specified amount. 


(Amended by Stats.1983, c. 530, p. —--, § 1; Stats.1983, ¢. 967, p. ——, § 1.5.) 


1983 Legislation. Amendment of this section by § 1 of Stats.1983, c. 567, 


Amendment of this section by $ 1S of Stats.1983, 6. p. . failed to become operative under the Provisions 
550. p. . failed to become operative under the provi- of § 3 of that Act. 
sions of $ 3 of that Act. 


§ 53601.1. Investment in financial futures or financial option contracts 


The authority of a local agency to invest funds pursuant to Section 53601 includes, in addition 
thereto, authority to invest in financial futures or financial option contracts in any of the investment 
categories enumerated in that section. 


(Added by Stats.1983, c. 534, p. ——, § 3.) 
Library References 


Counties @ 154", 
C.J.S. Counties § 229. 


ARTICLE 2. DEPOSIT OF FUNDS 


Sec. 
53632.5. Classes of security for deposits [New]. 


§ 53632. Classes of deposits 


There are three classes of deposits: 
(a) Inactive deposits. 
(b) Active deposits. 


(c) Interest-bearing:active deposits. 
(Amended by Stats.1983, c. 105, p. ——, § 1.5.) 
§ 53632.5. Classes of security for deposits 


There are two classes of security for deposits: 
(a) Securities described in subdivision (m) of Section 53651. 


Underline indicates changes or additions by amendment 
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GOVERNMENT CODE § 53635 


(b) Securities cnumerated in Section 53651, except for those described in subdivision (m) of that 
section. 


(Added by Stats.1983, ¢ 105, p. —---, § 2.) 


§ 53633. Determination of amounts to be deposited in each class 


The treasurer shall determine the amounts of moncy to be deposited as inactive, active, and 
interest-bearing active deposits, except as otherwise provided in Section 53679. 
(Amended by Stats.1983, ¢. 105, p. -—, § 3.) 


§ 53635. Funds of local agency; deposit or investment 


As far as possible, all money belonging to, or in the custody of, a local agency, including money paid 
to the treasurer or other official to pay the principal, interest, or penaltics of bonds, shall be deposited 
for safekeeping in state or national banks or state or federal savings and loan associations in the state 
selected by the treasurer or other official having the legal custody of the moncy, or may be invested in 
the following unless otherwise directed by the legislative body pursuant to Section 53601: 


(a) Bonds issued by it, including bonds payable solely out of the revenues from a revenue-producing 
property owned, controlled, or operated by it or by a department, board, agency, or authority thereof. 


(b) United States Treasury notes, bonds, bills, or certificates of indebtedness, or those for which the 
faith and credit of the United States are pledged for the payment of principal and interest. 


(c) Registered state warrants or treasury notes or bonds of this state, including bonds payable solely 
out of the revenues from a revenue-producing property owned, controlled, or operated by the state or 
by a department, board, agency, or authority thercof. 


(d) Bonds, notes, warrants, or other evidences of indebtedness of any local agency within this state, 
including bonds payable solely out of the revenues from a revenue-producing property owned, 
controlled, or operated by the local agency, or by a department, board, agency, or authority thereof. 


(e) Obligations issued by banks for cooperatives, federal land banks, federal intermediate credit 
banks, federal home loan hanks, the Federal Home Loan Bank, the Tennessee Valley Authority, or in 
obligations, participations, or other instruments of or issued by, or fully guaranteed as to principal and 
interest by, the Federal National Mortgage Association; or in guaranteed portions of Small Business 
Administration notes; or in obligations, participations, or other instruments of or issued by a federal 
agency or a United States government-sponsored enterprise. 


(f) Bills of exchange or time drafts drawn on and accepted by a commercial bank, otherwise known 
as bankers acceptances, which are eligible for purchase by the Federa! Reserve System. Purchases of 
bankers acceptances may not exceed 270 days maturity or 40 percent of the agency's surplus funds 
which may be invested pursuant to this section. However, no more than 30 percent of the agency's 
surplus funds may be invested in the bankers acceptances of any one commercial bank pursuant to this 
section. 


The provisions of this subdivision shall not preclude a municipal utility district from investing any 
surplus money in its treasury in any manner authorized by the Municipal Utility District Act. 


(g) Commercial paper of “prime” quality of the highest ranking or of the highest letter and 
numerical rating as provided for by Moody's Investors Service, Inc., or Standard and Poor’s Corpora- 
tion. Eligible paper is further limited to issuing corporations that are organized and operating within 
the United States and having total assets in excess of five hundred million dollars ($500,000,000) and 
having an “A” or higher rating for the issuer’s debentures, other than commercial paper, as provided 
for by Moody’s Investors Service, Inc., or Standard and Poor's Corporation. Purchases of eligible 
commercial paper may not exceed 180 days maturity nor represent more than 10 percent of the 
outstanding paper of an issuing corporation. Purchases of commercial paper may not exceed 15 
percent of the agency’s surplus moncy which may be invested pursuant to this section. An additional 
15 percent, or a total of 30 percent of the agency’s money or money in its custody, may be invested 
pursuant to this subdivision. The additional 15 percent may be so invested only if the dollar-weighted 
average maturity of the entire amount does not exceed 31 days. ‘Dollar-weighted average maturity” 
means the sum of the amount of each outstanding commercial paper investment multiplied by the 
number of days to maturity, divided by the total amount of outstanding commercial paper. 


(h) Negotiable certificates of deposits issued by a nationally or state-chartered bank or a state or 
federal savings and loan association or by a state-licensed branch of a foreign bank. Purchases of 
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§ 53635 GOVERNMENT CODE 


negotiable certificates of deposit may not exceed 30 percent of the agency’s surplus money which may 
be invested pursuant to this section. For purposes of this section, negotiable certificates of deposits 
do not come within the provisions of Article 2 (commencing with Section 53630) of Chapter 4 of Part 1 
of Division 2 of Title Sexcept that the amount so_invested shall be subject to the limitations of 
Section 53638, ie 


(1) Investinents in repurchase agreements or reverse repurchase agreements of any securities 
authorized by this section. For purposes of this section, the term “repurchase agreement” means a 
purchase of securities by the local agency pursuant to an agreement by which the seller will 
repurchase such securities on or before a specified date, or on demand of either party, and for a 
specified amount. Such securitics, for purpose of repurchase under this subdivision, shall mean 
securities of the same issuer, description, issue date, and maturity. 


For purposes of this section, the term “reverse repurchase agreement” means a sale of securities by 
the local agency pursuant lo an agreement by which the loca! agency will repurchase such securities 
on or before a specified date and for a specified amount. 


Investment in a reverse purchase agreement shall be made only upon prior approval of the 
legislative body of the local agency. 


(Amended by Stats.1983, ¢. 550, p. —~, § 2; Stats.1983, c. 567, p. == 8 25) 
1983 Legislation. Amendment of this section by § 2 of Stats.1983, c. 567, 
Amendment of this section by §$ 2.5 of Stats.1983. c. p. . failed to become Operative under the provisions 


$50. p. . failed to become operative under the provi- of S$ 4 of that Act. 
sions of § 4 of that Act. : 


§ 53639. Expense of transporting money 


Except as otherwise provided in Section 53682, the depositary shall bear the expenses of transporta- 
tion of money to and from the depositary. 


(Amended by Stats.1983, c. 105, p. ——, § 4.) 


§ 53640. Checks, drafts, and other exchange 


Except as otherwise provided in Section 53682, the depositary shall handle, collect, and pay all 


checks, drafts, and other exchange without cost to the local agency. 
(Amended by Stats.1983, c. 105, p. ——, § 5.) 


§ 53643. Deposit by treasurer 


The treasurer may deposit any part of the money * * * as agreed upon between the treasurer and 
the depositary. 


(Amended by Stats.1983, ¢. 105, p. ——-, § 6.) 


§ 53644. Withdrawals on demand; penalties; notice 


If an agreement is not made: 
(a) Active deposits and interest thereon are subject to withdrawal upon the demand of the treasurer 


or other authorized official subject to any penalties which may be prescribed by federal law or 
regulation. 


(b) Inactive deposits are subject to notice of at least thirty days before withdrawal. 
(Amended by Stats.1983, ¢. 105, p. ——, § 7.) 


§ 53646. Statement by treasurer showing accrued interest 


The treasurer shall render to the depositary and to the auditor, controller, secretary, or correspond- 
ing officer of the local agency, a statement showing the amount of accrued interest for each 


depositary for the preceding quarter if so required by the legislative body of the local agency. 


(Amended by Stats.1983, ¢. 105, p. ——, § 8.) 


Underline indicates changes or additions by amendment 
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City and County of.San Francisco 


Appendix 2 Office of the Treasurer 
Fage [of 
Peon MARY |. CALLANAN 
TREASURER 
GIN L. SO 
CHIEF ASSISTANT TREASURER 
© 
INVESTMENT DIVISION 
June 25, 1984 558-4688 


Mr. John L. Taylor 

Clerk of the Board of Supervisors 
City and County of San Francisco 

Room 235 - City Hall 

San Francisco, California 94102 


Dear Mr. Taylor: 


The following information is submitted in response to your 


request of June 6, 1984, concerning the City's investment 
program. 


Our investment policy guidelines are attached as Appendix I. 
You will note that they conform in terms of the type of instru- 
ments in which we invest with California Government Code 
Section 53635 which is attached as Appendix II. 


In addition, I have attached a list of investments showing a 
breakdown by type of security as of June 25, 1984 (Appendix III). 
I also wish to note that a review of the past two months' 
statistics indicates that we have maintained an average daily 
balance in cash, or cash equivalents, of over $100 million, 
approximately 10% of our total investment portfolio. 


In response to the inquiry as to whether the City's investment 
records reflect present market value rather than cost, it should 
be noted that since municipal governments are not taxable 
entities it is standard procedure to maintain investment records 
On a cost basis. Market value (mark to market) is determined 

in connection with our annual audit. The portfolio is scheduled 
to be appraised on a mark to market basis as of June 30, 1984. 
Virtually any investment in fixed income securities is subject 
LOuprace tiuctuation. based on the day-to-day, if not hour—to-— 
hour, movement of interest rates. 


The City does not maintain a margin account, nor do we speculate. 
Our investments are predicated on our cash flow projections, and 
investments are made on the basis of preserving the capital which 
we manage by continuing to invest in creditworthy and highly 
liquid (marketable) instruments. 


(415) 558-4575 110 City Hall San Francisco, California 94102 
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; Appendix 2 
Clerk of the Board of Supervisors Page 2 of 8 
Page 2 


June 25, 1984 


Insofar as San Jose's investments are concerned, it is my 
understanding that its well reported problems stem from a 
pyramid of borrowings associated with a money market instrument 
referred to as "Reverse Repurchase Agreements." The investment 
officials, reportedly, utilized the City's investments as 
collateral to borrow funds which were used to reinvest in 
additional securities. As interest rates soared over the most 
recent period the chain had to unravel as calls for additional 
collateral to be pledged against the borrowings were made to 
reduce the price exposure to those holding the City's securities. 
San Jose was over leveraged with a nonexistent investment revenue 


base. Its borrowing costs rose faster than the income on the 
investments. 


The City and County of San Francisco does not have a Reverse 
Repurchase Agreement Obligation outstanding. In fact, we are 
one of the very few political subdivisions in the State that, 

aS a matter of practice, has chosen not to engage in these trans- 
actions. Let it be understood that, prudently managed, such 
instruments are a useful tool in one's investment kit and are a 
necessary ingredient in assisting the Federal Reserve Bank man- 
age the monetary policy of the United States. 


I welcome the Board's inquiry and would be pleased at any time 
to answer any further questions. It is extremely disconcerting 
to witness the plight of our neighbor to the south, but please 


be assured there is no similar problem with our investment 
holdings. 


Very truly yours, 


=- 


: Wie ee ye iC e oer ee 


Mary: i... Callanan 
Treasurer 


MiCsa > 
Enclosures 


cc: Supervisor Quentin L. Kopp 
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Investment Policies 


The following guidelines shall be incorporated within our 
investment strategies for fiscal year 1983/84 and thereafter 
unless and until they are modified by the Treasurer. 


Our basic objectives, in order of priority, are: 
1) Preservation of Capital 
2) Liquidity 


3) Yield - Generation of a favorable return on investments 
without undue compromise of the first two objectives. 


Types of permissible investment vehicles are generally defined 
in California State Government Code Section 53635* however, the 
following further refinements should be observed. 


(*See synopsis attached) 
Public Time Deposits (Term) 


Deposits will be made only in approved financial institutions 


having at least one branch within the bounderies of the City and 
County of San Francisco. 


All time deposits shall be negotiated to yield a minimum of 
.125% higher than equal maturity Treasuries. 


Restrict exposure to $100,000 for all Savings and Loan Institutions 
because of the absence of realistic improvement in lending 
practices ($100,000 fully secured by F.S.L.1.C.) 


We will not use money broker deposits. 


Commercial bank deposits will also be made on a competitive 
basis with exposure based on financial statements and related 
information gathered on each individual bank. We will not accept 
mortgage backed collateral but will only accept 110% collateral- 
ization authorized in Government Code Sec. 53651 (a) through (1). 


Negotiable Certificates of Deposit 


We shall limit purchases of Negotiable Certificates of Deposit 
to the five largest California commercial banks and we will not 
make purchases on the secondary market.. The spread to Treasurles 
at purchase shall exceed 60 basis points 
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City & County of S. F. - Treasurer's Investment Policies - page 2 


Securities - Money Market Instruments 


All securities shall be purchased and sold in a competitive 


environment and restricted to the primary reporting government 
securities dealers. ERCEERMB NE 


U. S. Treasury Instruments (highest quality investment available) 
T-Bills - No restrictions 


T-Notes - Not restricted tet cash flow analysis should be 
considered when purchasing longer maturities. 


T-Bonds - Subject to cash flcw analysis end 
restricted to a maximum of 10% of the total portfolio. 


Federal Agencies (de facto backing of the Federal Government) 


Cash flow analysis should be considered when purchasing longer 
maturities. A limit of 10% of total portfolio shallbe imposed 
on all purchases of specific agencies with maturities in excess 
of 1 year. 
FHLB (Fed. Home Loan Bank)- maximum 10% of total portfolio 
FFCB (Fed. Farm Credit Bank) ~ RCO AS Wie - 
FNMA "Fannie Mae" (Fed. Natl. Mort. Asso.)- max. 10% of portfolio 
SLMA "Sallie Mae" (Student Loan Marketing Asso)max." " _ 


At the present time we will not purchase"Ginnie Mae$" (Govt. 
National Mortgage Asso.) or SBA's (Small Business Administration) 
because of accounting procedures and investment community perceptions. 


Bankers Acceptances 


We shall utilize this instrument to satisfy specific cash management 
needs up to maturities of 120 days. 


Commercial Paper 


We shall purchase only domestic C/P with maturities not to exceed 
45 days, issuer must be rated in the highest grade by at least 
two of the three major rating agencies (Moodys, S & P or Fitch) 


Repurchase Agreements 


We shall selectively utilize this investment vehicle with terms 
not to exceed four days, secured solely by government securities 
and only with our present safe-keeping bank. We will accept the 
rate concession, because money-market collateral and broker 


transactions pay higher but the risks of a “Lombard-Wall" situation 
continues to exist. 
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City & Courity of S. F. - Treasurer's Investment Policies - page 3 


Reverse-Repurchase Agreements 


This procedure shall be limited to rare occasions when the 
cost effectiveness dictates execution. A reverse-repo term 
is not to exceed one month; the amount of the agreement will 


not exceed $25MM; and only a single agreement can be in effect 
at one time. 


Reverse-repurchase agreements will be restricted solely to 
our present safe-keeping bank because of the proper audit 
controls and to eliminate dealer risk. 


Financial Futures or Options Contracts 
These investment vehicles shall not be used during fiscal year 


1983-84 or thereafter unless specifically authorized in writing 
by amendment to these policies. 
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Synopsis of Calif. State Govt. Code Sec. 53635 
Pursuant to Sec. 53601 


Public Time Deposits 

Our own bonds 

U. S. Treasuries (Bills, Notes, Bonds) 
State registered warrants, notes or bonds 


Local Agencies of the State (bonds, notes, etc.) 


Agencies 
banks for cooperatives 


B) federal land banks 

C) federal intermediate credit banks 

D) Federal Home Loan Bank (FHLB) 

E) Tennessee Valley Authority (TVA) 

F) Federal National Mortgage Asso. (FNMA "Fannie Mae'') 

G) Small Business Administration (SBA) 

H) Other federal agencies or U.S. Govt. sponsored enterprise 
Bankers Acceptances eligible for purchase by Fed. Reserve System 

A) Not to exceed 270 days maturity 

B) Ze 407% of portfolio 

C) a) ut 30% of portfolio in any one bank 


Commercial Paper 
A) Prime quality - Highest rating by Moody's or S & P 
B) Corporations organized & operating in U.S. with 
Assets in excess of $500,000,000 
C) Not Co exceed 180 days maturity 


D) 10% of Corporations outstanding paper 
E) “2. ‘ 15% rol portfolio or 
BOL. & If dollar weighted aver. 
“maturity does not exceed 
31 days. 


BSeor ats Certificates of Deposits 
ssued by National or State Chartered Bank, 


Savings & Loan Association, or 
State licensed branch of Foreign Bank 
May not exceed 30% of portfolio 


Repurchase or Reverse Repurchase Agreements 


Sec. 53601.1 Extends authority to invest in financial futures or financial option 


contracts in any of the investment categories enumerated above. 
Eos 
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§ 53533, Determination ef exacent te be Gepestied as iasctive exd ective deposits 
The treasurer shall determine the amounts of money to be deposited es inactive, active, and interest. 
bearing active deposits, except es ctherwise provided in Section 53679. 

Amended Seats 1903 ch 105 § 3. : 
Assumbmronter 
19G3 Amendment: Subctitated “, active, and lnterest-beering™ fcr “sad” afer “xs inactive”. 
Cal Jer 3d Municipaiicies § 47. 


¢ 53634. Transfer of inactive dapestts to active dapecits 

Cal Der 34 Municipaticies § 347. 

§ 53635. Dapesht and investment of fands of lecel agracies 

As far as possible, all moncy belonging to, or in the custody of, a local agency, including moncy peid to 
the treasurer or other ofcial to pay the principal, interest, or penalties of bonds, shall be deposited for 
sefckecping im state or mations! banks or state or federal savings and loan associations in the state 
selected by the treaserer or other oficial having the Iegal custody of the money, or may be invesicd is 
the following enless otherwise directed by the legislative body pursuant to Section 53601: 

(a) Bonds isewsd by it, inchudiag bonds payable solely out of the revenues from 8 revenue-producing 
property owned, controlled, or opersted by it ce by a depestment, board, agency, or authority thereof. 
(0) United States Treesary aotes, bonds, bills, or certificates of indebtedness, or those for which the faith 
and credit of the United States are pledged for the payment of principal and interest. 

(c) Registered state werremts or treasury motes or bonds of this state, including bonds payable solely out 
of the revenues froma a revenee-producing property owned, controlled, or operated by the state or by 8 
department, board, ageacy, or sethority thereof. 

(d) Bonds, notes, warrants, or otber evidences of indcivedness of any local agency within this state, 
inchuding bonds payable solely ost of the revenues from a revenue-producing property owned, controlled, 
or operated by the loca] agency, or by a department, board, agency, or authority thereof. 

(e) Obligations ieeued by banks for cooperatives, federal land banks, federal intermediate credit banks, 
federal home loan benks, the Federal Home Loan Bank, the Tennecece Valicy Authority, of in 
obligations, ici or other instruments of or issucd by, or fully guarantecd as to principal and 
interest by, the Federal Netionel Mortgage Associetion; or in guarantecd portions of Small Business 
_, Administration sotes; or ia obligations, participstions, or other instruments of or issued by a federal 
> agency or a United Stetes government-eponsored exterprise. 


to this soction. However, £0 more than 30 percent cf the agency's surplus 
funds may be imvested is the bankers ecospteaces of aay one commercia! bank purscent to this section. 


Investors Service, Inc., or Staadard end Poor's Corporation. Purchases of etigible commercial paper may 
. deys mxsterity gor represeat more then 10 perceat of the outstanding paper of an issuing 
corporation. Purcheses of coommercial peper may sot excesd 15 pevcent of the agency's 


ape. 

(t) Negotiable certificates of daposits iasesd by a netionally or ctate-chartered bank cr a state or federal 
savings and loan essocistioa or by a state-licensed branch of a foreign bank. Purchascs of negotish’e 
nappa ast tpl ater Sdn Hoe 

: deposits do not come 
withie the provisions of Articls 2 (commencing with Section $3630) of Chapter 4 of Part 1 of Division 2 
thal] be ewtject to the iisnitations of Section $3638. 


the local agency puremamt to en agreement by 
before a spectiied date, or on demand of ckther 


vitica, for purpose of repurchase ander this subdivision, shell mean securities of the same iste 
secs : 


iptica, ¢ nd maturity. 7 
description, issue date, an : : ae oe 
' is section, the term “reverse repurchase agrecment™ means 8 securitie 
dees afer to an agreement by which the local agency will repurchase such vecarities on 

before 0 specified date and for a specified amount. | 
Investment in a reverse purchase agreement shall be made only upon prior approval of the legisist 
bodlyoF the Kacal SCNT ET ta eaetee len 1 oe 


tod 43 ‘ 
ere ee Stat ee ise 2. ch 275 63.5 Stats 1981 ch 185 § 3; Stats 1902 ch SOS § 3; Stats 198) ch 530 §2 ch® 


§2.5 a 
Apectment: Amended the section to read os et except for the following emendments £ 
FS et A sed “or tiale or federal wavings end loa ammociation after “nstionel beaks” in 

introductory clause, and (2) deteted “Board” after “Bank” im subd (e). } io 
$977 Amectiseat: (1) Added "the following ales olhere te ee a a ee eee 
punctuation the amendment (1) substituted “this subdivision” 


1973 


“certificates of 


jons of Smell Buciness Administration notes:” in subd (c), and 


thea $0,000." 

1923 Accccmcat: (1) Amended the frst paragraph of subd (1) by (a) subotitwting “€0 percent” for “30 percent” in 
second trntence, and (b) adding the third sentence, (2) edded the @fth, sizth, end seventh semtences of subd (g) 
amendad subd (h) by edding (a) “or by a state-licensed breach of a foreign bank™ af the end of the first eemicnce. 1 
(b) “, except that the amount so mvested shell be subject to the liméstations of Section 534638" of the end of 
subdivrion; and (4) emended subd (i) by adding (a) “, cr om demand of extker party,” im the second seatence, aad 
the third temtence. (As amended by Stats 1933, ch $67, to the section as i rend prior to 1963. This sect 
was abo emendad by an earlier chapter, ch 550. Sse Gov C § 9605.) 

Municopal Utility Dastrict Act: Pud U C §§ 1150! et seq 

Ce} Jus 3d Banks ced Orher Finencial Institutions § 118, Musicipalities § 347. 


§ 536355, Peretsa beaks 
For purposes of being a depository of moncys belonging to or being in the custody of 2 
phreses “ciste or national) bank located in this state”, “state oz mational bank™, “state or 
thes tiate” ond “state of national banks in the state” include a foreign bank licensed 
(commencing with Section 1750) of Chapter 13.5 of Division | of the Financial Code to 
brench oX.-: in thts etate or authorized under federal lew to maiatsin a federal branch in this 
Added Sats 1976 ch SOS § 2; Araeaded Stats 198) ch 67 § 26, cBective Juxe 16, 198). 
Agrccamro 
Ii Anctomt Setetituted “tenk kormsed ender Article 3 (commenriag with Section 1750) of Chapter 11.5 
Ey ea Frnamcial Cods to maintain » branch adice la this stats of eethorized wader Federa! lew to 
@ federc) state” “bonking aathorised, to the of subdivisica (c) 
desis sb ae Panel Col ue ane te sr tones ee ‘ 
45 Cal Jer 3d Mcntcopalities § 347. 


§ 53537, Cepecitery to be selected free backs agresiag te pay béchost rete of taterest 
The money shall be deposited in any depositary selected from those banks and those savings and i 
associations agrecing to pay the highest rate of interest. : 
Amended Sints 1976 ch 469 § 20, eMlactive July 9, 1976, Seats 1978 ch 489 § 1. 
19% 
Amiccict Added “amd those savings end loam associations”. 
1978 A: Diteted “, mot bees thn ome-he¥ of | percent @ yenr™” st the end of the section. 
Col Jer 34 Banks und Other Pinencial Inctitetions § 120, Municipatitics § 347. 
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bocal agency 
national 


acd sezples of any depositary bank. } 
to inchade capital motes and debenture 
- . worth cf any 
Geposits not exceeding a total of five huadred thousand dollars may 
regard to the ect worth of that ; i 

Amendad Sixty 1976 ch 349 § 205, oh quired by law. poet 
‘ Bective July 9, | 

- wly 9, 1976, Seats 1982 oh 1224 § J. 
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eee aR. DANIEL RAL Y 415-s58-4688 
PORTFOLIO STATISTICS 
FROM306/25/84 T0306/25/B84 RUN 0N!$06/25/84 
ALL FUNDS 
PERIOD END 
DESCRIPTION “AVERAGE BALANCE °®&£YIELD 
TIME DEPOSITS ie ea ~ 2275900465051 8 | LORS 7a 
TREASURY BILLS 2719532709. 91 L012 
PUREASGURYENGTESO. as me 63297559 7600+45" | ii OO ee 
TREASURY BONDS 4592709906.44 (ats 
FICB —  § ESO Oe” mak Matanenn nO Caan 
FEDERAL HOME LOAN BANK 4699307574.31 12626 
FEDERAL NATIONAL MORTGAGE ASSN. “LS ¥O9 T9251. Son <1 0c7.5 ae 
FEDERAL LAND BANK 0.00 0.00 
GOVERNMENT NAT’L. MORTGAGE ASSN.  } &»}»}»}©=—— 82007 7707007 ae 
FEDERAL FARM CREDIT BANK 2450545222522 Lez 
“OTHER AGENCIES ..+”+&»&»~=~ ~~" 3 ¥0007000-.00 Mave 
FNMA DISCOUNT NOTES 0.00 0.00 
“FARM CREDIT DISCOUNT NOTES eT a ar rar ee Se a 0360 e000 at a 
FEDERAL HOME LOAN DISC NOTES 0.00 0.00 
~ BANKERS ACCEPTANCE-DOMESTIC - 2 ie Oe os ee aaa UCC) Cs 0-00 
KANKERS ACCEPTANCE-FOREIGN 0.00 0.00 
REFURCHASE AGREEMENTS te ee ee *4I,00 > 2 eet aia 
FASSBOOKS 0.00 0.00 
COMMERCIAL FAFER DISC OO. an Vie = 
COMMERCIAL FAFER INT BEARING £44,000%5000.00 VF bya bee 
NEGOTIABLE C.L.’S ja 202, SLOMAO LOeay 
TOTAL - : Ve001 7957 7254.50 oo Se ein 
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GLOSSARY 


Cash Flow 


The net of cash receipts and disbursements over time. 


Financial Market 


A term used to denote the place where investments are made. Primary 
money markets involve the first sale of an investment instrument where the 
investor buys directly from the issuer. The purchase of bank securities and 
Treasury Bill auctions are examples of primary money markets. Secondary markets 
allow security buyers and sellers to transfer title to an instrument without 
affecting the obligations of the issuer. The purchase of Treasury Bills from a bank 
is an instance of a secondary market. 


Idle Funds 


Money that is available in the City treasury, but not needed for day-to-day 
expense obligations. Idle funds are created by the time-lag between the receipt of 
revenues and cash disbursements. Note that cash flow is a measure of idle funds 
available over time. 


Investment Instruments 
Certificate of Deposit 


A bank deposit evidenced by a negotiable or non-negotiable instrument which 
provides on its face that the amount of such deposit is payable to the bearer or to 
any specified person on a certain date specified in the instrument, at the expiration 
of a certain specified time, or upon notice in writing. 


Commercial Paper 


Business promissory notes, with a stated date of payment, which are usually 
sold at a discount and are backed by the general credit of a company. Commercial 
paper is usually issued in maturities of 30 days to 9 months. It carries normally 1/4 
to |/2 percent higher yield than Treasury Bills of comparable maturity. 


Demand Deposit 


A noninterest-bearing depository account from which withdrawals may be 
made as desired, e.g. a checking account. The Federal Reserve Act requires that 
no interest be paid on demand deposits: they are often called nonactive accounts 
from an investment viewpoint. 
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Municipal Bond 


A written, interest bearing certificate of debt with the promise to pay ona 
specific day, usually paying interest semi-annually. Generally bonds are of three 
types: (1) general obligation bonds which are secured by the pledge of the issuer's 
full faith and credit, usually including unlimited taxing power; (2) improvement 
bonds which can be secured by the full faith and credit of the district covered by 
the issue or representing a lien on a specific piece of property which is defined in 
the bond indenture; and (3) revenue bonds secured by revenues derived by the 
operations of a specific public enterprise, such as toll bridges, toll roads or utility 
systems. Revenue bonds have no claims on the borrower's taxable resources unless 
otherwise specified in the bond indenture. 


Negotiable Certificates of Deposit 


"Negotiable CDs" offer the advantage of high interest bank deposits for a 
generally shorter term of investment than for regular CDs. Also, both the 
maturities and the interest rate are negotiable. Maturities start at 30 days but can 
be drawn up for several years, with the exact period determined between the bank 
and the locality. Denominations, however, are high, starting at $100,000. The 
primary market exists constantly, while a good secondary market provides 
generally high liquidity. 


Repurchase Agreement 


A repurchase agreement is a short-term investment device wherein the City 
with money to invest, usually for a short period of time (I to 7 days), purchases a 
security, i.e., a Treasury Bill, from the bank in return for the bank's agreement to 
"repurchase" the security on a specified date for a specified amount. The principal 
is guaranteed and the return fixed under such an agreement. 


Reverse Repurchase Agreement 


A reverse repurchase agreement (RPA) is a device wherein the City sells a 
security from its portfolio and agrees to buy it back on a specified date for a 
specified amount. This is, in effect, a means for the City to borrow funds which 
are normally used to purchase other investments offering a higher rate of return 
than the cost of the RPA loan. 


Time Deposits 


A bank deposit drawing interest at intervals, e.g., a savings account, having a 
restrictive level of withdrawal activity, and legally requiring an advance notice of 
withdrawal of funds. This last characteristics is normally enforced only on a large 
deposits. 


Treasury Obligations (includes Treasury Bills, Notes and Bonds) 


These securities represent obligations backed by the full faith and credit of 
the Federal Government. The Treasury Bill is sold at a discount to maturity 
representing the return to the investor whereas the Treasury Note is interest 
bearing payable semi-annually. The Treasury Bill represents short-term financing, 
91 days to | year, and the Treasury Notes represent longer term investments of | 
to 7 years. Treasury Bonds represent long-term financing of 5 years or more. 
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U.S. Agency Securities 


Interest bearing obligations issued by federal agencies which are not backed 
by the full faith and credit of the government but are considered virtually risk free 
in the sense that the government supervises and regulates the issuers. Normally 
maturities range from 6 month to [5 years. Examples are the Federal National 
Mortgage Association "Fanny Mae" and the Bank for Cooperative Notes. 


Liquidity 


A measure of the ability to convert a security into cash promptly with 
minimum risk of loss of principal. 


Maturity 


The date upon which the bond becomes due and payable by the issuer at face 
(par) value. 


Moneymax and Tellerate Services 


These are investment information services which provide investors with current 
information about interest rates for various securities, yield curves, etc. 


Negotiable 


A term used to designate a security, the title to which is transferable to 
another, e.g., the sale of a treasury bill in a secondary market. 


Par (Face) Value 


The value of a security is expressed on its face without consideration to any 
premium or discount. It also signifies the dollar value on which the interest rate is 
calculated. 


Portfolio 


The itemization of all investments currently held by the agency. 


Premium 


The amount by which price exceeds par value of a security (e.g., if a bond of 
$1000 par value sells for $1100, it sells at $100 or 10% premium). Also, the amount 
over par payable to the holder of a callable bond by the issuer, if and when the bond 
is called, 
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The face or par value of an instrument, exclusive of accrued interest. 


Rate of Retum 


The yield obtainable on a security based on its purchase price, sale price and 
interest income over the time period it is held. 


Revenue 


Money that flows into a local government. Revenue may be recurring, that 
which is received by a local government on a consistent and periodic basis, e.g., 
sales tax revenue, and nonrecurring, that which is received only on specific 
occasions, e.g., federal grant. 


Risk 


The probability of loss. Risk involves the possibility of losing some or all of 
the initial principal amount of the investment security or accrued interest. 


Warrant 


A warrant is a promise to pay a sum of money to the payee at some future 
date upon presentation to the issuer. Warrants are presented to a clearing bank for 
payment and the clearing bank then presents the warrants to the governmental unit 
and receives payments. Warrants are used in place of checks by local governments 
in order to better control the date of payment of obligations and increase cash 
availability. Warrants are different from checks in that the latter is an order to 
the bank to pay on demand to the authorized payee from a demand deposit account. 


Yield 
The true rate of return on a security investment. Exactly defined, it is the 
interest rate which will discount the maturity value and any accumulated interest 
payments received from a security to equal its purchase price. A less exact, but 


easier to use definition is: The sum of changes in the price of the security plus 
interest earned as a percent of the purchase price on an annual basis. 
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